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MARGINAL UTILITY AND MARGINAL DIS- 
UTILITY AS ULTIMATE STANDARDS 
OF VALUE 


SUMMARY 


The current theory of value fails to take account of inequality, 547. 
— Value as a “ratio in exchange ”’ to be qualified, 549. — Utility as the 
ultimate standard of value, 552. — Disutility as the ultimate standard ; 
labor, 557. — The sacrifices of capitalists, 560.— The valuation of ser- 
vices, 462. — Non-competing groups, 569.— Conclusion : The ultimate 
standard of value does not exist in a modern society, 575. 


In the familiar marginal utility theory of value now 
current, it has been frequently true that only passing 
attention has been paid to the effect of inequalities of 
income, and to the greater or less degree of concen- 
tration of property rights, in discussing social and 
individual utility, and disutility. A text for the ensuing 
discussion may be found in a quotation from Marshall’s 
chapter on value and utility... The marginal note 
gives the substance of the discussion briefly: ‘In 
regard to different people allowance may have to be 
made where necessary for differences of sensibility and 


1 Marshall, Principles of Economics, ed. 4, 1898, Book III, ch. vi, sec. 3, p. 205-206. 
For a later discussion with careful caution as to the eff<ct of inequality, cf. Taussig, 
Principles of Economies, ch. ix, passim, esp. sec. 5. 

647 








548 QUARTERLY JOURNAL OF ECONOMICS 


for differences of wealth; but it is seldom needed in 
considering large groups of people.’”’ The section 
concludes: ‘“ On the whole, however, it happens that 
by far the greater number of the events with which 
economics deals, affect in about equal proportions 
all the different classes of society; so that if the money 
measures of the happiness caused by two events are 
equal, there is not in general any very great difference 
between the amount of happiness in the two cases. 
And it is on account of this fact that the exact measure- 
ment of the consumer’s surplus in a market has already 
much theoretical interest, and may become of high 
practical importance.”’! 

It is this cavalier dismissal of the effect of “ dif- 
ferences of wealth” and “ differences in sensibility ”’ 
that is challenged. Economic events do not “ affect 
in about equal proportion all the different classes of 
society.” Nor is the ‘‘ money measure ”’ a true measure 
of the happiness caused by two events; nor of the same 
events to two different persons, nor yet of the marginal 
effect of the event on two different classes of the society 
or two differently situated individuals. The problem 
of value in a modern society cannot be dissociated 
from the contemporaneous degree of concentration 
of wealth; nor can it be solved without careful study 
of the existing situation in regard to concentrated 
control of productive power, which means as a result- 
ant, differences in income.’ 


1 Cf. Clark, Distribution of Wealth, p. 380. 

“ Similarly, if all society acts in reality as one man, it makes such measurements 
of all commodities, and the trouble arising from the fact of many measures disappears. 
A market secures this result, for society acts as a unit — like an individual buyer.” 

2 Cf. Davenport: Value and Distribution. In Summary of Doctrine, p. 571, 
“To different men, utilities, marginal utilities and subjective worth are, as such, 
incapable of comparison; nor is it possible to give to utility, marginal utility, or sub- 
jective worth expression or measurement in terms of money. A maximum demand 

price expresses merely the equivalence in point : of subjective | worth of the thing bid for 
sadaasiiinerathentine to be btained th h the purchasing power.” See also the 
same thought, pp. 312-313 and p. 536. 
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Existing knowledge and statistics on this vital subject 
are admittedly defective, but for illustrative purposes 
the summary of incomes in Great Britain given by 
Professor Taussig may be quoted: — ! 


1. No. of families having incomes under £160 6,775,000 
2. x “ between 160and £700 830,000 
3. n 5: % , 700 “ 2,000 122,000 
4. = = _ - 2,000 “ 5,000 32,000 
5 ns % s = 5,000 “ 50,000 14,200 
6 . ° over 50,000 350 


For convenience we may designate class one as poor; 
two and three as well-to-do; four as moderately rich; 
five as rich; and the sixth as the millionaire class. 
The poorest class, then, constitutes over 87 per cent 
of the population, reckoning the family as the unit; 
the three richest classes much less than one per cent; 
the well-to-do classes nearly 12 per cent. To further 
quote the text: ‘“ In a population of 43,000,000 about 
5,000,000 belong to families having an income of one 
hundred sixty pounds a year or more, and these 5,000,- 
000 have about one-half of the total income of the 
British people; the remaining 38,000,000, with incomes 
of less than 160 pounds, have the other half of the 
total income.” 

What, then, will be the bearing of such inequality in 
incomes, and, as a corollary, of such concentration 
in the control of the factors of production, on the prob- 
lems of value? Passing reference may first be made 
from the standpoint of value as a ratio of exchange 
between commodities. It is obvious that any influence 
tending to level the inequalities by a more equal dis- 
tribution may easily disturb the existing scheme of 
value ratios. If, for example, the small millionaire 
class were to be reduced to the level of the well-to-do 


1 Principles of Economics, vol. ii, ch. 54, sec. i, p. 240. 
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and its control of income beyond that limit to be 
distributed among the poor, automobiles and hot house 
flowers would be over plentiful and their value would 
fall by comparison with all other commodities. On 
the other hand, clothing, housing, and in general the 
marginal purchases of the poor would be scarce and 
their value would rise by comparison with all other 
commodities. To state the effect in different terms, 
it will now be worth while to expend more land, labor 
and capital to produce the new marginal bushels of 
wheat, marginal housing, and the like; while it will 
not be worth while to expend as much land, labor and 
capital as before to produce the marginal automobiles 
and goods of luxury. It serves no purpose to multiply 
illustrations of this sort, since the obvious effect is the 
same. ‘The conclusion is inevitable that in any modern 
society, back of the established exchange ratios — 
relative values of goods of necessity, comfort, and luxury 
— lies the question of the existing measure of concen- 
tration of wealth andincome. If the society approaches 
near to equality, goods of necessity rank high; goods of 
luxury are practically unvalued, no one buys them. 
If it has one per cent of rich and 12 per cent of well-to-do 
absorbing half the national income, goods of luxury 
will be accounted of high value. The ultimate test 
and measure is the amount of productive energy which 
society considers it worth while to expend on the various 
goods.! 

1 Cf. Wieser, Natural Value, pp. 61-62. ‘“‘ The relation of Natural value to Ex- 
change value is clear. Natural value is one element in the formation of Exchange 


value. It does not, however, enter simply and thoroughly into exchange value. On 
the one side it is determined by human imperfection, by error, fraud, force, chance; 


and on the other side by the present order of society, by the existence of private prop- 
erty and by the differences between rich and poor as a consequence of which latter a 
second element mingles itself in the formation of exchange value, namely, purchasing 
power. In Natural value, goods are estimated simply according to their marginal 
utility; in the exchange value, according to a combination of marginal utility and 
purchasing power. In the former, luxuries are estimated far lower, and necessaries 
comparatively much higher than in the latter." 
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Turn then to a question which has long exercised 
the best talents of economists: what is the ultimate 
standard of value?! Here we find such persistent 
lack of agreement as to suggest the need of further 
analysis. It is the thesis of this paper that the confu- 
sion of thought in value discussions, and the clash of 
opinion as to the relative importance of marginal cost 
and marginal utility as determinants of value, are 
alike due to a lack of proper emphasis on the dominant 
fact of inequality in modern societies. Some have more 
power of control over productive energy, some less. 
As a result, the attempt to apply either standard means 
aa attempt to combine incommensurable and incom- 
parable quantities. 

In regard to the ultimate standard of value, two 
divergent explanations hold the field. One finds this 
ultimate standard in the sacrifice entailed in producing 
goods. It is the “ pain suffered by society as a whole 
in the final period of daily labor [that] is the ultimate 
unit of value.”* The other bases its theory on the 
satisfaction conferred in the consumption of goods. 
It answers the question in a single phrase, using the 
general expression “ human well-being.” ‘‘ The ulti- 
mate standard for the value of all goods is the degree 
of well-being which is dependent upon goods in general. 
If, however, we desire a more concrete standard, one 
which will give us a more definite idea just how goods 
are connected with well-being, then we must take not 
one, but two, standards, which tho codrdinate in theory 
are yet of very unequal practical importance, because 
of the greater prevalence of the phenomena in which 
one of them is operative; one is the utility of the good, 


1 Clark, Distribution of Wealth, p. 375. ‘‘ The entire study of wealth is indeed 
meaningless unless there be a unit for measuring it, for the questions to be answered 
are quantitative.” 

* Clark, Distribution of Wealth, ch. xxiv, p. 392. 
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and the other is the personal sacrifice or disutility in- 
volved in the acquisition of the good. The domain 
of the latter is much more limited than we usually 
think. In the great majority of cases, even in those 
in which the so-called law of cost undoubtedly plays 
a part, the final determination of the value of goods 
is dependent upon utility.”! 

Considering the utility standard first, it will be well 
to revert to our classification of incomes in Great 
Britain and endeavor to get a clear conception of the 
utilities, and particularly the marginal utilities enjoyed 
by the individual members of that society. First, 
as to the poor, comprising 38 millions out of the 43, 
and restricted in their gratification to half the national 
dividend. For these, the tale is soon told. They can 
enjoy only goods of necessity and these in but scanty 
measure. ‘Their food is coarse; their fare monotonous. 
In its preparation and partaking little concession is 
made to taste and convenience. Dishes are crude and 
few; linen coarse or absent. The general environ- 
ment in which meals are taken is often most distasteful, 
even to those well accustomed to the habitations of 
the poor. In the same way their clothing will be scanty 
in supply, ill fitting, and poor in quality. It affords 
little gratification beyond the line of absolute necessity. 
Housing will be limited to the minimum needed for 
shelter from the elements. Comfort, even decency, 
must often be disregarded. The habitation will be 
located in the least pleasant and healthful quarters. 
In general the marginal utilities enjoyed by this 87 
per cent of the population will rarely extend beyond 
the limits of a “ pain economy.’”’ Anxious fear of want 
and suffering attend them daily and these fears are not 
infrequently realized. 


1 Béhm-Bawerk in concluding his article on ‘‘ The Ultimate Standard of Value,” 
Annals of the Amer. Acad., vol. v, pp. 207-208. 
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The second class, our moderately well-to-do, sub- 
stitute for this meagre equipment of food, clothing, and 
housing both an enlarged supply and one more refined 
in quality. It is consumed with more regard to the 
refinements of taste and comfort. Clothing is more 
plentiful and comelier. It brings an income in gratified 
vanity as well as in the satisfaction of grim necessity. 
In their housing they are less cramped for space. They 
exercise freer choice as to location. Their houses 
are sanitary. Their surroundings are moral. In 
each of the three prime necessities, they both spread 
their initial purchases over a larger area and carry 
them through more units before the marginal enjoy- 
ments are reached. Moreover, they add new con- 
sumption and new forms of income to those possible 
for the 38 million poor. Their children are better 
educated. They may aspire to the training of the 
academy instead of being content with the minimum 
legal requirement of school attendance. The adults 
may have some acquaintance with music, art, the 
theatre, and literature in its cruder and cheaper forms. 
In short, life is broader and more care free. More 
utilities are enjoyed beyond the line of a mere pain 
economy. More experience is gained in the realm of 
pleasure economy. Their marginal utilities begin 
at the highest limit of the poor class and extend still 
higher. 

Similarly the conception must be carried through 
each of the four other classes. In each, marginal 
purchases begin at the highest limit of the class pre- 
ceding; the line of marginal consumption is carried 
to yet higher levels. Each enjoys both more and better 
units of the three fundamental goods: food, clothing, 
and housing. Each adds new utilities beyond the 
range of the poorer class. To vivify the picture and 
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give scientific accuracy to the conception, we should 
add concrete statement of the marginal utilities con- 
sumed by the richest or millionaire class. Of the three 
prime necessities, food, clothing, and shelter, they con- 
sume to limits set by satiety. The best that education, 
music, literature, art, and travel can offer are theirs. 
Their final utilities are found in such luxury goods as 
automobiles, yachts, private parks, rare gems and 
flowers, and benefactions, rendered less or more pub- 
licly, to schools, libraries, churches, and charities. 

Here are non-competing groups in consumption as 
truly as in production and the importance of the con- 
ception in economics is not less. For the marginal 
utilities, in terms of which it is attempted to measure 
value, represent no common terms. They are truly 
incommensurable. Each individual distributes his 
possible income among his various wants and reaches 
an equilibrium at the margin by purchasing more 
units of the goods satisfying pressing wants. How far he 
can go in supplying his wants, or a want, is determined 
by his income which again depends in the last analysis 
on his control of productive power. Each class like- 
wise balances its various wants, buying much or little 
of various commodities and establishes a line of 
marginal utilities limited by the income for the class 
divided among the members, again in proportion to 
their control of productive power. For the society 
as a whole a similar process takes place and a line of 
marginal utilities is established. But the bulk, so to 
speak, of consumption and of total utility differs 
widely with the different classes. For each individual 
among the 38,000,000 poor it is small in basal area, 
of modest height and, it may be added, of poor quality 
throughout. It comprises few goods; these are crude, 
poorly made and inferior. But few units of each may 
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be enjoyed before each line of consumption impinges 
on the marginal line fixed by the size of the income. 
Far differently in the case of the 1000 members of the 
millionaire class. Here the base is broad. All com- 
modities produced minister to their necessities, com- 
fort, elegance, and vanity. Of them all they select 
only the best. Of each they consume in greater meas- 
ure. Most commodities yield many more units before 
their consumption is cut off by the limiting margin. 
With incomes so large they are all but unlimited in 
their consumption. 

How, then, will the attempt fare to find in marginal 
utilities an ultimate standard of value, a positive 
measure or unit? On this line lie the final units of 
food, clothing, and housing which barely maintain life 
in the very poor. Here are found the final units of 
more appetizing food, comelier clothing, and more 
elegant housing enjoyed in comfortable security by the 
well-to-do. And here are the last units of the same 
goods consumed in wasteful profusion and satiated 
indifference by the rich and the very rich. Examples 
may be multiplied, but these will serve the turn. 

Let the national dividend be impaired in any way, 
e.g., by long continued unfavorable weather or by 
impairment of land through loss by conquest or through 
exhaustion of fertility, and the final units of consump- 
tion for each class and for each commodity consumed 
will be first foregone. In this sense they are accounted 
of equal utility. But the rich will be annoyed; the 
well-to-do painfully inconvenienced; the poor dis- 
tressed. Let the contrary take place, and the pro- 
ductive power of the society produce a larger national 
dividend. The poor may then add and enjoy more and 
better units of food, clothing, and housing on their 
margin of consumption. To many of them it will mean 
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rescue from acute suffering. The well-to-do may have 
added units representing long considered and oft de- 
ferred comforts and infrequently enjoyed luxuries. The 
rich must exert their imaginations to find new utilities 
worthy of consumption. 

Can the units of utility lost or added be said to be in 
any real sense either equal or similar? Society indif- 
ferently produces the added units for either rich or 
poor according to their command of income. But the 
utility produced for the gratification of the poor is at a 
low level, little removed from the domain of a pain 
economy. That produced for the well-to-do probably 
yields the maximum of satisfaction. The addition 
to the consumption of the millionaire may only add 
to his indifference and satiety. The conclusion seems 
inevitable that it is impossible to find the ultimate 
standard of value in marginal utilities, if a society be 
composed of classes with so great inequality of income 
as exists today. The standard will not be the marginal 
utilities found in the painful economies of the 38,000,000 
poor; nor yet that of the satiated 1000 millionaires. 
It cannot fairly be the marginal utilities enjoyed by the 
12 per cent of well-to-do. Nor can an average be struck 
of these essentially incommensurable units. They 
are irreconcilably unlike in kind and quality. No final 
answer to the century old controversy can be found 
here, and the reason lies in the inequalities existing 
in our modern society. Politically, our modern society 
may be a democracy. Industrially it always grants 
multiple votes to some more, and other much, favored 
members. This larger control they translate into 
larger and higher enjoyments, and fewer and less painful 
sacrifices. 

This brings us to the second attempted measure of 
value: “ the pain suffered by society as a whole in the 
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final period of daily labor.” Here again, effort may be 
profitably spent in the attempt to gain a clear view of 
the concept needed. The labor supply of a modern 
society is an elastic one. In that supply the family 
is rightly to be considered the sacrificing unit. Ata 
maximum, all members above infancy may labor each 
day for a number of hours, limited only by the danger 
of shortening life and thus reducing the labor actually 
supplied. The individuals composing it may continue 
actively engaged until retired by the last illness. The 
poorest families approach nearest to this maximum. 
As the income increases, the amount of labor endured 
is progressively reduced. The mother withdraws 
from active labor and increases the family income by 
her efforts in adding comforts in the home. The 
amount of child labor is decreased. A longer period 
is given to education and training. Fewer hours are 
devoted to labor, more to recreation and family life. 
Finally, holidays decrease the amount of time given 
over to labor. Working men demand a Saturday 
half holiday. Well-to-do insist on an annual fort- 
night’s vacation in addition. The classes with larger 
incomes have weeks off semi-annually or quarterly, 
while the rich submit to but slight encroachment on 
their leisure and self-culture. Such a lessening of the 
sacrifices endured by the family units for production’s 
sake marks the rise of a progressive society. Equally 
they mark the rise of a family from class to class. 
The answer to the question: does she do her own 
washing ? decides many a family’s place in the social 
estimation. Has he leisure for golf ? marks others. 
Here, too, rests the explanation of the extreme difficulty 
with which any marked increase in real wages takes 
place. Let real wages in any field rise and there 
always stands waiting a fund of potential labor to 
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crowd the industrial ranks. An extra week in the year 
from the margin of indifference of the highest class; 
an extra day in the week from the well-to-do; an hour 
overtime from the poor; some weeks of service from 
the girl or woman whose pride as a member of the lei- 
sure class is overcome by the added remuneration; 
some additional child labor, a sacrifice by over-tempted 
indigent parents, — and the movement toward higher 
wage levels is checked. 

Add to the above conception of the disutility of labor 
based on the time element, the familiar idea of its 
relative disutility based on the degrees of agreeableness 
of working conditions and on intrinsic interest of the 
task, and the same diversity among the sacrifices of 
various classes appears. Let the family still be the 
unit. The poor man and his wife and children endure 
laborious, monotonous, and exacting toil under the 
most trying surroundings. Dirt and din and stench 
are habitually and inextricably associated with labor 
in their thoughts. Danger, disease, and accident are 
likewise of the warp and woof of their day’s toil. Let 
any family rise by sudden good fortune from the ranks 
of poor to those of the well-to-do, and they make all 
haste to escape from such disagreeable and dangerous 
tasks. The class of larger income has less toilsome 
work, and less noisome surroundings, with less risk of 
disease and accident. The rich labor only in well 
lighted and commodious offices. They take to them- 
selves the most interesting and stimulating of mental 
labor. The millionaires often limit their contribution 
to the disutility of labor to a few days time annually 
spent with their managers and solicitors. Their labor 
is dispatched most pleasantly as well as expeditiously. 

In a manner very similar to the arranging of the 
marginal utilities, the final disutilities impinge on the 
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line of marginal social sacrifices. They too are gov- 
erned by the laborer’s income, and this, it must be 
insisted, depends in the last analysis upon his control 
of productive power. The poor family gives many 
hours per day, many weeks per year, many years per 
life of the labor of husband and wife. It gives much 
labor of children and dependent females. In each 
separate item resides a marginal sacrifice which the 
family would be quick to withdraw as real income 
increased. But little extra effort could be supplied 
even under the stimulus of largely increased reward. 
In the realm of pain economy, the effort and the 
disutility of labor endured knows no limit short of that 
set by the possibilities of physical endurance. 

The well-to-do classes illustrate the declining margin 
of disutility. Both wife and husband work fewer 
hours, fewer weeks and fewer years. As the scale rises 
the wife is promoted through an increasing period to the 
ranks of the leisure class. The same is true of the 
question of child labor and the position of dependent 
females. The agreeableness of employment shows a 
nice adjustment to the size of income. It evidences 
the position of the family in social estimation as it 
measures their economic well-being. Similarly for the 
families higher in the scale than the well-to-do. 

How now will the matter stand in a modern society, 
with 87 per cent of poor, 12 per cent of well-to-do, and 
one per cent of rich families, if we endeavor to find the 
ultimate unit of value in the “ pain suffered by society 
as a whole in the final period of daily labor”? Into 
this composite unit of value go the most diverse of 
elements. The ditch digger, the coal miner, the steel 
mill worker, and so on through the list of heavy, 
deadening, disagreeable and dangerous tasks, bring 
each their final sacrifice to be reckoned in this socialized 
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“ final period of daily labor.” Here they take place 
beside the “ final period” of the well-to-do farmer, 
artisan and merchant. These lower officers in the indus- 
trial ranks do no‘ carry their effort beyond the easily 
endurable strain of toil. They eliminate disagreeable 
features. They need not exact severe and constant 
labor of wife or children. But much of effort goes into 
the final sacrifice of the head of the family, and this is 
reckoned in the total. The rich give but little and 
that under conditions involving least sacrifice. This 
amount they stand ready to decrease as the size and 
security of their income increases. But the pain of 
their final period of daily labor is to be placed in our 
social unit for measuring value. 

Can such dissimilar pains be added or averaged ? 
Will the resultant unit be other than highly arti- 
ficial ? For whom will it measure value in a positive 
sense ? For the poor man impregnated with socialistic 
doctrine, who sees his painful final period outweighed 
by the easily rendered final service of the rich, the highly 
trained or richly gifted ? For the rich who look with 
contemptuous disregard on the stolidly rendered and 
meagerly fruitful final effort of the poor? Or even 
for the comfortably well-to-do who proffer complacent 
advice to the one class and envious moralizing to the 
other? The unit proposed will satisfy no class, 
and no individual, unless it be the economic philos- 
opher. It corresponds to no reality. It measures 
values truthfully for no one when incomes are un- 
equally divided due to an unequal division of control 
of productive energy. 

The above reasoning is not invalidated by its restric- 
tion to the pains of labor alone and its failure to include 
the sacrifices of the capitalist and landlord. In such 
restriction it follows high authority. It loses in 
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effectiveness and strength, as well as fidelity to the 
real situation, however, by such omission. For if we 
are to use the sacrifice incurred as a measure, clear: 
the saving of the capitalist and the abstinence of 1 
landowner here have a place and the attempt to find an 
acceptable unit of disutilities by reducing the diversity 
of the elements involved is an unfair tampering with 
the facts for the sake of the result. Society asks not 
only, ‘‘ Is it worth while to labor more to acquire these 
utilities ?’’ But also, “ Will it pay to save more for 
the sake of maintaining or enlarging the national 
dividend?” And again, “ Would it be better to 
restrict parks, public and private, golf grounds, game 
preserves and lawns and flower gardens for the sake 
of larger supplies of wheat and potatoes?” A certain 
community grew tobacco in its streets in answer to 
this last query. Many a poor family endures a potato 
patch in lieu of a lawn for the same reason. On the 
other hand, the Chancellor of the Exchequer in England 
is reported as complaining of gentlemen’s parks, and 
game preserves in the community we select as illustra- 
tive, basing his objections on the same reasoning. 

Add, then, these disutilities to the pains of labor, 
through the various classes, and how will the account 
stand? On the score of the sacrifice of the capitalist 
the question may be an open one. Doubtless the 
marginal savers extend down among the ranks of the 
poor, and there is direct personal balancing of the dis- 
utility of saving and that of marginallabor. But many 
families do not save and seemingly cannot.' At least, 
they will not without the compulsion of public insur- 
ance laws. Our society with its inequality must often 
balance the pains of a non-saving labor class against 


1 Taussig, vol. i, p. 76. ‘‘ The greater part of the capital owned and maintained 
in modern communities arises from the savings of the comparatively small numbers of 
the more fortunate classes.”” 
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the disutilities endured by a saving labor class and, 
still again, against those of a saving but almost non- 
laboring class. Are the pains commensurable? Can 
a unit be found fairly and truly unifying such various 
disutilities ? 

More, while some of the marginal savers may be 
laborers, by no means all of the marginal savings are 
here produced. Both classes of well-to-do make sav- 
ings and marginal savings. They, too, produce 
marginal units of capital. The disutilities of savings 
here are rewarded at the same rates by society, — 
counted equally meritorious and exactly similar to the 
pains attendant on the painfully acquired and sorely 
needed accumulations of the poor. Further, the 
classes of rich also make marginal savings which rank 
in social estimation with those of well-to-do and poor. 
The rich man saves a marginal unit of capital in satiated 
boredom as to present income and careless indifference 
as to an equally well secured future. The well-to-do 
saves a marginal unit out of a comfortable present 
income for a fairly secured future. The poor saves a 
marginal unit painfully, through severe economizing 
of a meager present income, because of the pressure of 
vivid anxiety as to his future position. No class can 
do less or more. But can these disutilities of saving 
find a common unit? Even if so, can they be con- 
solidated with the pains of labor? What basis of 
comparison or consolidation can there be between the 
disutility involved in furnishing the productive energy 
comprised in the marginal labor of the poorest families 
and the disutility involved in saving the marginal 
units of capital furnished by the richest families ? 
The gap is wide and unbridged. One family is driven 
by grinding necessity to the last exactions of burden- 
some toil. The other is impelled to careless saving 
from sheer satiety. 
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For the abstinence of the landowner, particularly 
if one has in mind the broad acres of the English land 
holding class, little defense is attempted. His choice 
lies between placing his lands in productive uses and 
drawing an income from that act of abstinence and 
enlarging the bounds of his parks, golf grounds and game 
preserves. His desire for these evidences of his social 
elevation and his pride in them, may outweigh the votes 
of thousands for wider wheat fields and larger potato 
patches. Society accounts the pains of abstinence 
of its landowning class in continuing marginal acres 
in cultivation, manufacturing, and merchandising, as 
of equal worth and dignity with the disutilities in the 
production of final units of capital or of labor, provided 
only the resultant additions made to the national 
dividend be similar. Such a comparison and estimation 
is inevitably bound up in the institution of private 
property and in the existing inequalities of wealth. 
If property in land be highly concentrated and social 
distinction largely reckoned in the extent and beauty 
of private grounds, as in England, the disutility of the 
marginal abstinence of the landowner will be accounted 
large. The contrary will be true in France and the 
United States, where ownership rights are divided. 
The poor man reaps no reward in income for his absti- 
nence in foregoing the profit-making use of land. The 
well-to-do individuals get a moderate return for carry- 
ing their withdrawal of lands from production to a 
slight extent only. The rich landlord may get all of 
his princely income as a reward for his abstinence after 
he has made lordly provision for the private enjoyment 
of his family. To each man the reward for furnishing 
a marginal unit of productive power is the same. 
But, with inequality in possession, how large will be 
the difference in sacrifices involved? Yet this at- 
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tempted ultimate standard of value must equate and 
unify these diverse elements. 

Consider, then, the completed conception of the 
proposed standard. We may paraphrase: the dis- 
utilities endured by society in furnishing the final, 
or marginal, units of productive energy. We must 
consider, and unify in one standard, the last pains of 
landless and capitalless laborers; the ultimate sacri- 
fices of the well-to-do, often including marginal labor, 
marginal savings, marginal abstinence as landholders; 
and the marginal disutilities of the rich where little 
labor is rendered, large savings are made and frequent 
cases of disutilities connected only with the ownership 
of lands challenge attention. Is it not obvious that 
any attempt to combine such unlike factors in a single 
standard must fail? Will it not be even more highly 
artificial than a standard based on marginal utilities ? 
There, at least, we need consider but one form of en- 
joyment; here are three diverse sacrifices. Sacrifices, 
moreover, which frequently do not meet in the same 
individuals and so are not, in fact, equated. The dis- 
utilities endured are unequal in quantity, irreconcilably 
dissimilar in quality. They are incommensurable and 
cannot be reduced to any common denominator. 

The consideration of the foregoing discussion of 
marginal utilities and disutilities, and, especially, 
of the lack of correspondence between sacrifice and 
reward, leads naturally to the final problem of this 
discussion: the valuation of services. It raises the 
problem of Marshall’s evil. paradox. Why should 
the most grievous marginal pains be rewarded by the 
smallest incomes ? Why do such inequalities, in final 
disutilities endured and rewards for those sacrifices, 
exist and persist ? On what basis do existing societies 
measure in apportioning incomes? Two answers 
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have been attempted: marginal utility and marginal 
disutility. It is believed that both fail because of the 
presence of marked inequalities of wealth in modern 
societies. Because of these inequalities, it is largely 
true that the various sacrifices do not meet in the same 
individuals and hence are not, as a matter of scientific 
fact, compared and equated. It is the felt need of 
such a weighing and equating of the several sacrifices 
and in turn the balancing of them against the reward- 
ing utilities, in the same or equal individuals, that 
makes the Crusoe society! so familiar a figure in 
economic literature? A more ambitious creation, 
avowedly based on this need in any scientific analysis 
of problems of valuation, is found in Wieser’s familiar 
communistic society and the notion of Natural Value 
there evolved. Too frequently Wieser’s conclusions 
are used in discussions where his basic hypothesis 
must be displaced by that of a modern society with its 
concentration of control of productive powers. 


1 It is just as this point that Clark’s analysis fails. Consider these paragraphs 
(Distribution of Wealth, p. 390): ‘‘ But when a man creates an article and makes it 
over to society, the condition changes; for he experiences the burden of the production 
and society gets the benefit. The final disutility of his labor then stands in no connec- 
tion with the final utility of society’s goods. Though the social organism, as a whole, 
will work till what it gets offsets what it suffers, will a man also work till what society 
gets from him offsets what he suffers? Obviously when the enjoying falls to one party 
and the suffering to another, there is no offsetting in the case. There is, therefore, 
no equivalence established between the disutility of such work and the utility of the 
product. 

“ Yet there is an equivalence between the man’s sacrifices and his own enjoyments. 
The pain that he undergoes in making his own product is a payment for other men’s 
products, for it is the personal cost of what he gets. In like manner, the pain that all 
other men suffer in making products for him rep ts the cost to them of what they 
get from him. Between cost and gain there is still an equivalent, and it will furnish us 
a unit for appraising specific commodities.” 

My criticism is simply that granting all that is said, there is no true equivalence of 
cost and gain. In the exchange, cost to A and gain to A may balance in his own esti- 
mation and the same may be true for B. But it does not suffice to furnish a unit unless 
both A’s gain truly equals B’s gain and A’s cost equal B’s cost. In such case only 
will cost incurred by A or B be truly equivalent to gain enjoyed by Bor A. For inevi- 
tably we are comparing and uniting the income and disutilities of different individuals 
drawn from different classes. 





2 See, for an example excellently well put, Béhm-Bawerk’s article, op. cit., p. 168. 
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Some hypothesis like Wieser’s is essential in order 
that a true balancing and equating of the various 
sacrifices and of these with the rewarding utilities may 
obtain. For purposes of exposition and contrast, 
and with a view of doing as little violence as possible 
to actual conditions, we may venture to create a hypo- 
thetical equalistic society. In this each member has 
equal control of land and capital. Say, for the sake 
of the discussion, that an enlarged use is made of 
corporate ownership. The land is owned by corpora- 
tions in which each citizen has equivalent shares. 
The capital is likewise in the hands of corporations, 
with shares so placed that each man exercises equal 
influence. We may postulate equal training and equal 
productive power to each laborer. Each member will 
be laborer, capitalist, and landlord. This hypoth- 
esis will not seem extreme, if we recall the earlier 
quotation in which differences in wealth and differences 
in sensibility are discounted to the vanishing point. 
In our equalistic society, then, as in the traditional 
Crusoe societies, it would always be true that value of 
product would equal value of labor, would indeed be the 
reward of the labor or, to expand, of the marginal 
disutilities. Marginal utility would equal the marginal 
disutility of labor. For the anticipation of that reward 
would have stimulated the putting forth of that effort. 
We may add that the pains of labor would be balanced 
against and equated to the pains both of the saving of 
capital and of abstaining from private use of land. 

Naturally and inevitably so, for all these sacrifices 
meet in the same individuals. The same, or equal, 
individuals estimate all rewards and all pains. Con- 
sider the position of the individuals and the society. 
Each man may say: “ Labor is irksome and wearying. 
It interferes with self-culture and family life. Leisure 
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is pleasurable and stimulating. It gives opportunity 
for self-culture. It enlarges one’s mental horizon. 
With it life is at once broader, more fruitful and pleas- 
anter.” But he must also say: “If I cut down my 
working time, the national dividend will decrease. The 
loss will inevitably be ascribed to my defection and the 
shrinkage subtracted from my income.” With more 
leisure go fewer goods. ‘True, our citizen would have 
rent and interest incomes, little affected by his lessened 
labor. He is better intrenched than the typical 
modern laborer. But a similar line of reasoning runs 
against the pain of saving and abstinence from selfish 
use of lands. If he finds the sacrifice entailed by labor 
too high, he will equally rebel against a continuance 
in the former measure of these other disutilities. And 
equally he will be met by the effective answer that each 
defection entails an equivalent shrinkage of his income. 
There can be no vicarious economic suffering or “ un- 
earned increment ”’ in our equalistic society. 

Here, as in the Crusoe society, either the marginal 
utility unit or the marginal disutility unit may serve 
as the ultimate standard of value. The marginal units 
of gratification are equal and alike for each final unit 
of good consumed by any individual. As a reasonable 
man he has arranged his consumption to that end. 
Equally the marginal units of satisfaction enjoyed 
by one man in his consumption of final units of a given 
good may be directly compared with, and will be found 
equivalent to, a similar consumption by any other 
member of the society. And, again, it will be equiva- 
lent to the gratification enjoyed by any individual in 
the society in his final consumption of units of all 
other goods. As reasonable men enjoying equal in- 
comes, they have arranged their consumption to that 
end. The line of marginal consumption and marginal 
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utility runs level through this classless society. Here 
are like, equal, and commensurable units of pleasure, 
easily and fairly unified into one standard of value. 

On the pain side the same situation would exist. Each 
man has balanced the disutility of labor, of savings, 
and abstinence from the selfish use of land, against the 
utility of the resultant additions to the national divi- 
dend. He has measured the three sacrifices against 
each other as well and they stand in equilibrium. He 
stands in the same position as all his fellows as to 
wealth and sensibilities, and his estimate of his own 
pains is similar and equal to theirs. The line of mar- 
ginal disutilities, likewise runs level through the class- 
less society. Here are like, equal, and commensurable 
units of pain easily and fairly unified into our alter- 
native standard of value. Either or both standards 
may serve the purpose of our detached social philos- 
opher seeking the ultimate standard of value for 
measuring goods and services in our equalistic society. 

But how will he fare if he carry his lantern to our 
modern England with its one per cent of rich, 12 per 
cent of well-to-do, and 87 per cent of poor families ? 
Will the same standard serve? Professor Béhm- 
Bawerk pins his faith to the one; Professor Clark to 
the other; Professor Marshall to either indifferently. 
Can the detached social philosopher accept any one 
of these answers as indicating the correct measure of 
values? Or must he continue a “ perplexed philos- 
opher” ? Manifestly, conditions are widely different 
from those existing in our supposed classless societies: 
the traditional Crusoe and the hypothetical equalistic. 
Our detached observer will analyse the process of the 
valuation of goods and services in a modern society 
comprehending inequalities of wealth and resultant 
inequalities of income. He will endeavor to apply his 
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standards derived from the societies in which inequality 
does not exist. He will see, as it were, a great market 
in which services are proffered for sale, their values 
reckoned and the reckoning paid in terms of real 
income, 7. e., enjoyment. Here come laborers, capital- 
ists and landowners. Each has wants which he would 
fain have supplied. He calls for necessities, comforts, 
and luxuries. The list of his needs is capable of indef- 
inite expansion. It is as varied as his nature, training, 
culture, and imagination dictate. To this call for 
goods society returns a uniform answer: ‘“ With 
what price do you buy? What have you in your 
hand ?” 

The laborer’s replies are various. We may group 
them according to Professor Taussig’s analysis of the 
non-competing groups.' The lowest says: “‘ We are 
diggers and delvers. We are able and willing to labor 
continuously for nine, ten, eleven or more hours per 
day.” The second group answers: “ We buy with a 
similar measure of productive energy plus some alert- 
ness of mind and capacity to bear responsibility. Our 
price is heavier per man; our coin is finer in quality 
than theirs.’ The third group replies: ‘“ Each of 
us buys with all the productive energy of these men and 
more. We are skilled men. We have sure eyes, 
familiarity with tools, deft and trained hands.” The 
fourth group adds to all this in its purchase price, more 
of education and mental equipment and finer sen- 
sibilities. Finally the fifth group replies: ‘‘ We can 
pay all that these men can offer and more. We have 
special knowledge in law, religion, and medicine.” 
And here our detached social philosopher will hear 
the confident reply of the captains of industry through 
the various grades: ‘“‘ We have resourcefulness, adapta- 


1 See Taussig’s Principles of Economics, vol. ii, pp. 134, seq. 
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bility, established trade connections, command of 
capital, reputation for success in the conduct of affairs. 
We know the game of business. We are practical 
men. We get results.” 

With the fourth group a new note will be struck 
in the replies. The proffered purchase price will 
begin to include mention of productive energy in the 
form of capital and land. The capitalist and land- 
owner enter the market place. The one says: “I am 
ready to sell the services of capital; few units if the 
price in income be low; more if the price in income be 
higher.”” The other phrases his offer: ‘‘ I buy income. 
I sell the productive energy bound up in land. The 
higher the price, the more acres shall I be willing to 
turn over to society’s use.” 

Our philosopher will note that each individual buys 
as a consumer from a society of which he is a member. 
He sells as a producer to the same society in which he is 
likewise a member. He will note the varying eager- 
ness of the buyers; the differing reluctance of the sellers. 
The poorest laborer in the lowest group snatches 
eagerly at any price for hours of labor. His labor is 
his only coin and the standard allotted him is a de- 
based one. He buys with many units of this depre- 
ciated coin. Each additional hour’s labor spent for 
income costs heavier sacrifice to the man and his family, 
but in their estimation it is overbalanced by the utility 
of the reward. The marginal units of consumption 
stand so low and the margin rises so slowly that it is 
long before falling marginal utility of goods meets 
rising marginal disutility of labor. For the poorest 
members of the lowest class it may well be doubted 
if they ever meet. That is to say, it may be expected 
that this class will willingly supply more manual labor 
for the current or even a lower reward. If this be not 
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true, what is the meaning of our present movement 
for minimum wage boards? Our social philosophers 
would protect the class against the consequences of 
its own reckless bidding in the great world market. 

Our observer will perceive that with the second class 
in our modern society, with its inequalities, there begins 
to appear a progressive moderation in bidding that 
extends through the ranks. They still furnish some 
of the most disagreeable sorts of labor. They accept 
the same pay for it as the lowest class, but they strike 
a balance by reducing the level of the marginal dis- 
utility. They refuse to work the final hours, or con- 
stantly through the weeks and the months. They 
withdraw a measure of the child and female labor. 
But since each man usually furnishes a better grade of 
productive power, he reaps a larger income and counts 
it not worth his while to furnish as many hours. If 
our detached social philosopher measures both sacrifice 
and reward by his ideal standards he must conclude 
that wages are really higher for the second class than 
for the first. Where their services overlap and each 
does exactly similar work, under identical surround- 
ings as to agreeableness, the pay in goods per hour will 
be the same. But the sacrifice entailed on the first 
class outweighs that endured by the second, since its 
members work longer hours, more continuously and 
furnish more laborers per family. Yet for all this 
even the second class hardly escapes the limits of the 
pain economy. 

In a similar way, the observer must carry the analysis 
through the classes up to the highest, the millionaire 
group. He will apply his ideal standard to utilities 
enjoyed; and to disutilities rendered by each group. 
It would be passing the margin of satiety and weari- 
ness to attempt a detailed analysis of each group’s 
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place in the market. But the account wo: »t 
complete without reference to the capitalis’ 
landowners’ position. These begin to appesr w.'! 
fourth of our non-competing groups. They represent 
here a novel element in the control of productive 
power. All the capabilities of the lower classes are 
theirs, with the addition of ownership rights in inert 
capital and land. To society’s challenge as to the price 
they are prepared to offer, they add to the previous 
answers: “ We have control of tools and materials; 
we have buildings and equipment; machines cun- 
ningly devised to aid in factory, mine, and forest. 
We have stores of food, clothing, and housing. We 
have factories, railroads, shops, forests, mines, and 
farms. We have capacity to furnish enlarged supplies 
of these aids to production, if the price be satis- 
factory.” 

Now let our philosopher consider the status of our 
individual from this well-to-do class in the matter of 
labor and wages. He receives an income for the use 
of his lands and capital. He has also an income from 
his labor. His marginal line of consumption stands 
higher than that of the preceding classes. The utility 
of an additional unit, or units, of goods is less to him 
than to them. As a consequence, he is less eager in 
his bidding. He counts the disutility of his marginal 
hours of labor at a dearer rate than do they. When 
he renders similar service he has equal pay per hour 
with them. But the final hours stand lower. They 
are nearer the first and pleasurable hours’ service. 
Finally our observer will find the problem thrown into 
bold relief when he attempts to apply his measure 
to the income and outgo of an extensive landowner. 
Let the representative of this class be one of England’s 
great landowners. He has made princely provision 
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for the private enjoyment of his family. He has town 
and country houses, parks and game preserves, golf 
courses, and pasture lands for his hunters. After all 
this he devotes the rest of his acres to production for 
general social use. Surely his sacrifice of abstinence 
per marginal acre is slight. Yet society rewards the 
abstinence that furnishes his marginal acre in the same 
measure as it does the abstinence of the poor yeoman, 
each of whom may furnish a single acre of equal fertility. 
The abstinence of all landlords passes current with 
the pains of laborers and sacrifices of capitalists. 
Neither is accounted good or bad. No Gresham’s law 
affects the result. But if we apply the standard of 
utility and disutility drawn from our equalistic society, 
the conclusion is inevitable that such a land owning peer 
gets a large income for slight sacrifice. And further, 
that great inequality in the concentration of land owner- 
ship incurs a correspondingly large disparity between 
the rent. incomes and the sacrifices of landowners. 
Finally, it must mean a like disparity between the re- 
ward for the abstinence of the few landowners and the 
income allotted for the pains of the many laborers. 
One must conclude that concentration of wealth 
means corresponding divergence between disutility en- 
dured and income enjoyed by the rich and the poor 
classes. 

Let the rich be reduced to the level of the well-to-do 
and their control of productive power distributed 
among the poor. Let total savings be maintained 
unimpaired: let the only change be this altered dis- 
tribution of control. How will the new and old owners 
be affected? First as to the disutilities of saving. 
The one per cent of rich will now save at the margin 
of disutility of the well-to-do. Each unit of capital 
produced here undoubtedly costs more sacrifice for 
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its production than at the old margin of the banished 
rich classes. Similarly they must labor more and prac- 
tise more abstinence in the use of lands to maintain, 
as reasonable men, an equilibrium among their various 
sacrifices. More disutilities will be entailed on them. 
On the other hand, the poor save at a margin of dis- 
utility rising nearer to that of the well-to-do. Each 
unit produced costs the individual here less sacrifice 
than was true before. Consequently this 87 per cent 
of the population will, as reasonable men, labor less 
and abstain less in the use of land, that an equilibrium 
may be maintained among their sacrifices. All these 
gains come at a low level below the well-to-do line. 
All the losses come at a high level above that line. 
Each unit thus shifted shows clear social gain. Each 
unit of loss to the rich stands lower in soeial estimation 
than the unit of gain resulting to the poor. Every 
member of society evidences this when he appraises 
the disutilities necessary to production. 

Consider the effects of the change again on the score 
of the altered incomes. The rich classes suffer dimin- 
ution of income. They, perforce, cut their expendi- 
tures to the limits reached by the well-to-do. They 
forego the last added and least worth while units of 
consumption. On the other hand the rising poor class 
add enjoyments. These are of high value. In the 
estimation of all classes each unit added here is better 
worth while than a unit costing an equal amount of 
productive power added anywhere above the marginal 
consumption of the well-to-do. It is agreed that it 
brings greater utility for it stands before the other, 
both in society’s and in each class’s arrangement 
of consumption. Each shifted unit shows clear and 
marked social gain. The altered society has done 
what the reasonable man does in preferring comforts 
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above luxuries. The old rich class now foregoes 
luxuries that the poor may enjoy added comforts. 

Note the conclusion: wages, and this means func- 
tional wages, are higher because of the change. In 
order that an equilibrium may be maintained among 
the various sacrifices and between these and the result- 
ing incomes, the depressed rich supply the labor that 
the rescued poor forego. Savings follow the shifted 
control of units of capital and land. The old rich 
classes return lands to productive purposes; the newly 
enriched poor withdraw acres, perhaps in equal measure. 
The situation of society as a whole as to the supply of 
land, labor, and capital stands substantially as before. 
But slighter social pains in the disutility of marginal 
labor bring greater social pleasure in the utility of mar- 
ginal additions to wage income. The real burden of 
labor is less, because the weight is better adjusted; the 
real reward is greater, because the goods are better 
adapted.to the society’s needs. Similar results follow 
every change in the direction of equality. Wages rise 
measured by an ideal standard. The opposite result 
attends every change in the contrary direction. Wages 
fall. Total hours may be the same, but more of them,— 
which means more sacrifice, — fall beyond the boun- 
daries established in an equalistic society.’ 

The ultimate standard of value, then, for modern 
society, does not exist as a positive measure. That 
it does not is due to the presence of a large degree of 
inequality. In such a society, either the utility stand- 
ard or the disutility standard must include incom- 
mensurable quantities, or (perhaps better stated) 


1 Cf. Taussig, op. cit., vol. i, p. 135. ‘ The principle of diminishing utility, if 
applied unflinchingly, leads to the lusion that inequality of means brings a less 
sum of human happiness than equality of incomes, and that the greater the inequality, 
the less the approach to maximum happiness.” 
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qualities. The problem is insoluble as surely, and for 
much the same reason, as the older problem of squaring 
the circle. One cannot equate and unify either the 
pains or the pleasures of rich, well-to-do, and poor. 
We cannot find a positive measure of value in a society 
with such classes.'. The ultimate word declares only 
that with a given concentration of wealth, the society 
discounts the pains of the poor in a certain degree. 
Likewise in such a society there is a corresponding 
over-estimate of the sacrifices of the rich. Again, 
in such society the utilities enjoyed by the various 
classes are measured by various standards. Great 
pleasures for the poor count little; slight pleasures 
for the rich count much. We must add to the formula: 
“ value depends on scarcity and utility,’”’ the statement 
“‘ each of these is conditioned by the existence of more 
or less of inequality.” 

As to the final question of the valuation of services, 
@ question inextricably bound up with the valuation 
of goods, a similar conclusion must be reached. Wages 
depend “ on the discounted marginal product of labor.” 
Our social philosophers will add: “This, again, is 
qualified by the existing degree of inequality.” Our 
hypothetical equalistic society and a modern society 
might be of equal size; equally well supplied with land, 
labor, and capital. The marginal hours of labor, acres 
of land, and units of capital might then be equally 
productive in a physical and material sense. Each 
society might work up an equal amount of raw materials 
into finished goods; so many pounds of wool and cotton 
into clothing; so many bushels of wheat into bread; 


1 Cf. Davenport, op. cit., p. 570. In summary of Doctrine, “ Neither in utility 
on the demand side nor in pain cost on the supply side can there be found a common 
denominator or standard or determinant of market value, or of price as its money 
expression. The only common denominator of value is found in the selection of a con- 
ventional standard for the purpose, a price commodity.” 
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so many pounds of iron into tools, buildings, and 
household utensils. In our equalistic society they 
would be better than the poorest products of our 
modern society, less fine than the best. They would 
need neither the shoddy garments of the poor nor the 
vain trappings of the rich. The utilities rendered by 
the garments, 7. e., their value by our ideal standard, 
would be greater than in the modern society. The 
absence of shoddy means the elevation of individuals 
above a pain economy; the absence of the vanities 
means that their elimination has been accomplished 
only at the expense of the slightest utilities conferred 
through the satisfaction of the want for clothing. 
Ostentatious extravagance may be supplanted by solid 
comfort, genuine culture. Here is clear gain in utility, 
in real income, psychic income, if you please. 

Again, as to disutilities, each of the two societies may 
have equal amounts of labor. But the equalistic 
entails equal sacrifices on all, heavy burdens on none. 
The marginal sacrifice, therefore, is lighter, and the 
total sacrifice is less. It is agreed that the marginal 
sacrifice measures each sacrifice. It must be com- 
pensated to induce the needed labor. But its physical 
product is equal in the two societies, and this equivalent 
marginal product represents wages. It necessarily 
follows then that a lighter marginal sacrifice in the 
equalistic society reaps a reward equivalent in the 
physical sense to that in the modern society, and this 
reward confers greater total benefit, greater physic 
income. The burdens of production are better adjusted 
to secure minimum pains. The makeup of the national 
dividend is better conceived to provide maximum 
pleasures. As our modern society approaches nearer 
this condition, wages rise. This is total or func- 
tional wage. As it moves farther from it, functional 
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wages fall. Conditioning and qualifying the valuation 
of services, the wages problem is the fact of inequality, 
the greater or less concentration in the control of 


productive power.! 


CHARLES E. PERSONS. 


WasHINGTON UNIVERSITY, 
Sr. Louis, Mo. 


1 Cf. Taussig, p. 207 (ch. li, General Wages): ‘‘ An all embracing and considerable 
advance can come, under the regime of private property, only if productivity is increased, 
if the margin is keyed up, if the discount is narrowed by the accumulation and com- 
petition of capital. Everything that raises the productive margin, that leasens the 
rate of discount, tends to raise wages; and in the last resort it is only in these ways 
that a general advance can be brought about.’’ The suggestion above is that a move- 
ment in the direction of equality means as a y q a general rise in 
wages. 
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THE COMMODITY CLAUSE LEGISLATION 
AND THE ANTHRACITE RAILROADS 


SUMMARY 


The commodity clause legislation, 579. — Course of clause through 
Congress, 581. — Its effect on the anthracite railroads, 586. — The 
Philadelphia and Reading Railway, 588. — The Lehigh Valley Railroad, 
591. — The Delaware, Lackawanna and Western Railroad, 594. — The 
Delaware and Hudson Company, 595. — Difficulties in complying with 
clause, 596. — Extent of compliance, 598.— Attempt to suspend 
penalties, 599. — Proposed amendment of the clause, 600. — Govern- 
ment prosecution, 601. — Decision of the Supreme Court, 602. — Fur- 
ther efforts to amend the clause, 605. — Effect of the Supreme Court 
decision, 607. — Organization of the Delaware, Lackawanna and 
Western Coal Company, 607. — Readjustment of the affairs of the 
Delaware and Hudson Company, 610.— Another Supreme Court 
decision, 611. — Organization of the Lehigh Valley Coal Sales Com- 
pany, 613. — Conclusion, 614. 


Tue “‘ commodity clause’ of the Act to Regulate 
Commerce (the Hepburn Act) provides that 


“ From and after May first, nineteen hundred and eight, it shall 
be unlawful for any railroad company to transport from any State, 
Territory, or the District of Columbia, to any other State, Territory 
or the District of Columbia, or to any foreign country, any article 
or commodity, other than timber and the manufactured products 
thereof, manufactured, mined or produced by it, or under its 
authority, or which it may own in whole, or in part, or in which it 
may have any interest direct or indirect except such articles or com- 
modities as may be necessary and intended for its use in the con- 
duct of its business as a common carrier.” ! 


Just what Congress was attempting to prevent may 
perhaps become clearer if the legislative history of the 
clause be followed. 

The incorporation of the commodity clause into the 
Hepburn Act was, in considerable measure, due to 


1 34 Stat. 584, c. 3591. 
579 
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Senator Tillman of South Carolina. In connection 
with a resolution directing the Interstate Commerce 
Commission to conduct an investigation into coal 
and oil he expressed in the Senate on February 12, 1906, 
his dissatisfaction with the Hepburn bill — in the form 
in which it had passed the House on February 8, 1906. 
“T want,” he said, “a provision in any railroad law 
that I vote for which . . . will prohibit any public 
carrier from owning and controlling a product which 
is carried over its line. I want this monopoly of the 
anthracite coal region . . . checked. I want a pro- 
vision in this law . . . which will prevent any monop- 
oly of the bituminous coal lands on the Atlantic Slope 
by the Pennsylvania Railroad and its allies... . Iam 
going to offer an amendment in committee, and if 
I do not get it in the bill there I am going to offer it 
in the Senate, looking to . . . preventing this partic- 
ular wrong.” ! Senator Tillman, who was put in 
charge of the Hepburn bill when it came before the 
Senate, was strongly in favor of effecting a separation 
of the businesses of transporting and of mining coal. 
Furthermore, judging from the opinions later expressed 
on the floor of the Senate, there appeared to be general 
agreement upon this fundamental point. Even Sena- 
tor Foraker, one of the three senators who voted finally 
against the bill, went so far as to say, ‘“‘ I do not believe 
that a common carrier should be engaged in any busi- 
ness except only that of a common carrier. I do not 
believe that a common carrier should be allowed to 
own coal mines and operate them, except only possibly 
where they have a vested right with which we have no 
power to interfere.” * 

However, it was three months after the Hepburn 
Act had passed the House before the commodity clause 


1 Cong. Record, February 12, 1906, p. 2428. 
2 Ibid., March 12, 1906, p. 3672. 
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in any form was introduced into the bill in the Senate. 
It had not been a part of the original Hepburn bill, 
was not in the act as it passed the House on February 
8, 1906, and had not even been suggested by the Roose- 
velt administration. It was not referred to the Senate 
Committee on Interstate Commerce; in fact, at the 
hearings of the Senate Committee in the previous 
year no proposition looking toward any interference 
with the railroads engaged in industrial activities was 
even considered. But on May 7, only eleven days 
before the Hepburn Act first passed the Senate, an 
amendment was proposed by Senator Elkins embody- 
ing the principle of a severing of the functions of trans- 
portation and of production. In introducing his 
amendment, Senator Elkins said, “‘ I want to confine 
the railroads to the legitimate business for which they 
were incorporated — the transportation of freight and 
passengers — and to forbid them engaging in any other 
business, especially the business of mining, producing, 
and selling coal or any other commodity on their lines 
in competition with a shipper.” ! This amendment, 
which was to come at the end of Section 1, provided 
that “It shall be unlawful for any common carrier 
subject to the provisions of this act, unless authorized 
by its charter to do so, to engage, directly or indirectly, 
in the production, manufacture, buying, furnishing, 
or selling of coal or coke or any other commodity or 
commodities of commerce in competition with any 
shipper or producer on its line or lines: provided, That 
nothing in this act shall be construed to prevent a 
carrier from mining coal exclusively for its own use.” 2 
The proviso, ‘“ unless authorized by its charter to do so,” 
was inserted as Senator Elkins said, in order to be fair 


1 Cong. Record, May 7, 1906, p. 6456. 
2 Ibid., May 7, 1906, pp. 6455-6456. 
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to the railroads which had been authorized many years 
previously to conduct the business which it was now 
proposed to regulate, but upon the objection of Senator 
Gallinger of New Hampshire, the qualifying proviso 
was struck out.! The amendment of Senator Elkins 
prohibited a common carrier from engaging in the 
production of coal. Senator Bailey objected that 
regulation of the production of coal was beyond the 
jurisdiction of Congress, and that the prohibition 
should, therefore, take the form of denying the privilege 
of interstate commerce to any common carrier engaged 
in the production or distribution of coal.2 It was 
pointed out, however, by Senator Daniel of Virginia, 
that a common carrier should not be prohibited from 
engaging in interstate commerce, but only from carry- 
ing in interstate commerce any articles which were 
produced by it in competition with other shippers.* 
An amendment to this effect, proposed by Senator 
McLaurin of Mississippi and later accepted by Senator 
Elkins, passed the Senate May 9 by a vote of 67 to 6, 
— 16 not voting.‘ 

With one important exception this amendment 
coincided in its most significant features with the lan- 
guage of the commodity clause as incorporated in the 
Hepburn Act, in the form in which the bill passed the 
Senate on May 18.5 This exception was the treatment 
of timber and the manufactured products thereof. 
During the course of the debates it was urged by a 
number of Senators that the clause would work a great 
hardship on those lumber companies which had built 
their railroads for the purpose of getting the lumber 
out of the forests and to market. The pressure they 


1 Cong. Record, May 7, 1906, p. 6456. * Ibid., May 9, 1906, p. 6570. 
2 Ibid., May 7, 1906, p. 6456. 5 See p. 583. 
3 Ibid., p. 6458. 
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were able to bring to bear was sufficient to induce the 
Senate to accept, on May 17, the amendment of Senator 
Piles of Washington, that the prohibitions of the clause 
should not apply to timber and the manufactured 
products thereof... The pressure of other interests 
was also observed in the attempt to limit the scope of 
the clause. The term common carrier included pipe 
lines for oil, natural gas, and other commodities. 
Friends of these interests endeavored to secure the 
adoption of an amendment specifically exempting 
pipe lines from the prohibitions of the clause. This 
amendment failed to pass the Senate,? but its object 
was attained by the substitution in conference of the 
term ‘railroad company” for “ common carrier.” 
An attempt was made, also, to relieve those railroad 
companies which were incidental to industrial enter- 
prises from the operation of the clause by limiting its 
application to those common carriers whose principal 
business was that of a common carrier. This amend- 
ment, however, which would also have relieved pipe 
lines was defeated in the Senate.? 

The Hepburn Act passed the Senate on May 18 by 
the large majority of 71 to 3— with 15 Senators not 
voting. The commodity clause at this stage made it 
unlawful for any common carrier to transport in inter- 
state commerce any article, other than timber and its 
manufactured products, which had been manufactured, 
mined, or produced by it, or under its authority, or 
which it owned in whole, or in part, or in which it had 
any interest direct or indirect. It did not state specif- 
ically that the ownership by a railroad of stock in a 
subsidiary mining or producing company constituted 


1 Cong. Record, May 17, 1906, pp. 7012, 7015. 
2 Ibid., May 17, 1906, p. 7016. 
3 Ibid., p. 7015. 
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such an interest as was forbidden by law. Senator 
Tillman, a steadfast advocate of the principle of divorc- 
ing transportation and production, had introduced, 
on May 8, an amendment to prohibit carriers from 
engaging in interstate commerce, when they were 
interested by stock ownership or otherwise in mining 
or producing those commodities which they transported 
in interstate commerce. His amendment, however, 
was not put to vote. On May 17 he called the attention 
of the Senate to the fact that the commodity clause 
in its present form (which was substantially the form 
of the clause as finally enacted) did not cure the evils 
for which it had been designed. It did not prohibit 
the ownership of coal properties through the ownership 
of stock in coal mining companies; it did not touch 
the ownership of railroads by coal companies nor the 
common ownership of railroads and coal companies, 
and it did not prevent the control of coal companies 
by the officials of the railroads. Senator Tillman 
therefore introduced a comprehensive amendment 
which met these objections, but which he himself 
stated was perhaps somewhat broad and drastic.? 
The amendment was voted down without roll call, 
presumably because of its comprehensiveness. Senator 
Tillman, thereupon, endeavored to have the words, 
“ by partnership, stock ownership, or any arrangement 
whatsoever ”’* inserted in the Elkins amendment, 
which would have caused the clause to read in sub- 
stance: It shall be unlawful for any common carrier 
to transport in interstate commerce any article in 
which it may have any interest, direct, or indirect, by 
partnership, stock ownership, or any arrangement 


1 Cong. Record, May 8, 1906, p. 6513. 


? Ibid., May 17, 1906, p. 7012. 
3 Ibid. 
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whatsoever. This amendment was, however, voted 
down, 23 to 42.! 

As the House of Representatives disagreed to the 
amendment attached to the Hepburn Act by the Senate, 
the bill was sent to conference. The conference com- 
mittee made a report on June 2, recommending with 
respect to the commodity clause that it should be made 
to apply to timber and its manufactured products 
and that the District of Columbia should be substituted 
for the district of the United States? The Senate on 
June 7 and the House on June 12, rejected the con- 
ference report, and appointed new conferees. The 
report of the second conference was presented on 
June 23. It recommended that timber and its manu- 
factured products be exempted from the prohibitions 
of the clause and that railroad be substituted for 
common carrier;* obvious concessions to the timber 
and oil interests respectively. Senator Tillman, 
one of the conferees, refused to sign the report on the 
ground that the influences behind these changes were 
too sinister.‘ After a prolonged debate on the con- 
ference report, in which the pipe line controversy 
occupied an important part, the Senate, on June 26, 
disagreed to the report, and the House still disagreeing 
to the amendments of the Senate, a third conference 
committee was appointed. Its report was made on 
June 28, the only change affecting the commodity 
clause being a substitution of the term railroad com- 
pany (the legal entity) for railroad, which refers to 
physical property. Senator Tillman, as before, re- 
fused to sign the report, largely because of his disa- 
greement with the recommendations of the conference 
as to the commodity clause.’ The report, however, 

1 Cong. Record, May 17, 1906, p. 7014. * Ibid., June 25, 1906, p. 1901 

2 Ibid., June 2, 1906, p. 7741. 5 Ibid., June 28, 1906, p. 9522. 

* Ibid., June 23, 1906, p. 9078. 
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was accepted by both houses, and the Hepburn bill 
became law on June 29, 1906. 

In the suits that have been brought by the Govern- 
ment to enforce the commodity clause it has been 
claimed by the railroads that the clause was intro- 
duced hastily, and passed with little understanding 
of its true import, or its far reaching consequences. 
So far as the history of this session in Congress is 
concerned, the first contention is substantially correct. 
The clause was not a part of the original House bill — 
in fact it had not even been considered in the House — 
and was first introduced in the Senate only eleven 
days prior to the first passage of the Hepburn bill by 
the upper body. Fundamental changes, such as the 
application of the principle to railroads only, not to 
all common carriers, were made in conference, but these 
changes did not affect the anthracite carriers. So 
far as concerns the form of the measure, the limited 
opportunity for debate under the fifteen minute rule 
undoubtedly resulted in a more hastily considered 
phraseology than the importance of the subject de- 
manded, tho it does not follow that this operated to 
the disadvantage of the interests to be thereby affected. 
Had a longer discussion obtained, the clause might 
have been made really effective by specifically pro- 
hibiting a railroad from holding stock in a company 
mining or producing articles which were to be trans- 
ported by the railroad in interstate commerce. The 
changes made in conference relieving all common 
carriers except railroads from the provisions of the 
clause might also have met with more opposition, 
had not Congress been anxious to secure the speedy 
passage of the bill. 

But when the principle of the clause rather than 
its phraseology is considered, it should be noted that 











COMMODITY CLAUSE LEGISLATION 587 


as far back as 1892, a Congressional Committee, after 
an extended investigation, came to the conclusion 
that the public interest demanded that the business 
of a common carrier should be absolutely separated 
from any other. This also was the consensus of opinion 
in the Senate in 1906, tho later in the course of the 
debate some Senators objected to carrying the principle 
so far as to affect the interests of their own constituents. 
Furthermore, the Interstate Commerce Commission, 
in its report upon the bituminous coal industry early 
in 1907,— a report based upon hearings early in 
1906, — favored the application of the commodity 
clause principle to the soft coal roads, and even went 
so far as to recommend that no officers or employees 
of a railroad be permitted to have any interest in any 
coal properties or coal companies along the line of the 
railroad.2. The far reaching character of the legislation 
was frequently emphasized in the debates in the Senate. 
The fact, furthermore, that the railroads were given 
two years in which to comply with the law is evidence 
that the Senators believed that fundamental changes 
would be rendered imperative by the passage of the 
clause. 


The anthracite coal carrying roads may be divided 
into three groups, according to the manner in which 
they would presumably be affected by this enactment. 

First, the Philadelphia and Reading Railway Com- 
pany, which, with the Philadelphia and Reading Coal 
and Iron Company, was jointly owned by the Reading 
Company, a holding company. Second, the Lehigh 
Valley, the Central Railroad of New Jersey, the Erie, 
the Pennsylvania, and the New York, Ontario and 


1 House Report, 1892-93, no. 2278, p. viii. 
2 Annual Report, I. C. C., 1907, p. 22. 
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Western, which seemed to be interested, indirectly 
at least, in the coal transported by them, because of 
their ownership of the stock of coal mining companies. 
Third, the Delaware, Lackawanna and Western, and 
the Delaware and Hudson, which mined their coal 
directly. The Delaware, Lackawanna and Western, 
and the Delaware and Hudson also owned stock in 
some coal companies, but these holdings, especially 
in the case of the Lackawanna, were very small. 

The Philadelphia and Reading Railroad Company, 
the predecessor of the Philadelphia and Reading Rail- 
way Company, had possessed under its charter no 
authority to own coal lands. It had organized, there- 
fore, in 1871, the Philadelphia and Reading Coal and 
Iron Company, which was given the power to acquire 
coal properties and to engage in mining operations. 
The act of incorporation provided, also, that it should 
be lawful for any railroad company in the state of 
.Pennsylvania to purchase the stock of the coal and 
iron company.! The Philadelphia and Reading Rail- 
road immediately purchased its entire capital stock 
and continued to conduct mining operations in this 
manner until 1893. In that year the railroad failed 
and became divested of the shares of the coal com- 
pany. In the reorganization of the railroad, it was 
necessary to accept the provisions of the Pennsylvania 
State Constitution of 1874, which made it illegal for 
the railway to hold coal lands. If the ownership of 
the railroad and of the coal properties were to be 
reunited, some device had to be invented wherewith 
to evade the constitutional prohibition. This was 
accomplished through the medium of a holding com- 
pany, owning both the Philadelphia and Reading 
Railway Company and the Philadelphia and Reading 
Coal and Iron Company. 


1 Laws of Penn., 1871, no. 817. 
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This relation has continued up to the present time 
(1911). The Reading Company still holds the entire 
capital stock of the Philadelphia and Reading Railway 
Company, and of the Philadelphia and Reading Coal 
and Iron Company. ‘These three companies have the 
same president and the same treasurer. Five of the six 
directors of the Reading Railway Company constitute 
five of the six directors of the Reading Coal and Iron 
Company, and all of the directors of both of these 
companies are on the directorate of the Reading Com- 
pany, constituting, in fact, two-thirds of the directors 
of that company. The Philadelphia and Reading 
Railway Company pays an annual dividend of nearly 
12 per cent, which goes, as a matter of course, to the 
Reading Company.! The Philadelphia and Reading 
Coal and Iron Company has never paid a dividend.? 
Indeed, it owes the Reading Company $74,423,817,' 
carried as an open account. Most of this represents 
advances which had been made by the Philadelphia 
and Reading Railroad Company prior to 1896, the 
debt of the mining company to the railroad company 
having been transferred in the reorganization to the 
Reading Company.‘ Upon this enormous indebted- 
ness the Philadelphia and Reading Coal and Iron 
Company pays a varying rate of interest. President 
Baer admitted in 1903 that “the rate of interest the 
Coal and Iron Company pays depends upon yearly 
earnings of the company and we have no agreement 


1 Annual Report of the Reading Company, 1911, p. 3. 


2 Transcript of Record, Supreme Court of the United States, October Term, 1911. 
The United States, Appellant, v. The Reading Company, the Philadelphia and Read- 
ing Railway Company, ef al. 6 vols., vol. ii, p. 190. Referred to hereafter as Trans- 
cript of Record in Sherman Anti-Trust Case, to distinguish it from the Transcript of 
Record in the Commodity Clause Cases. 


+ Annual Report of the Reading Company, 1911, p. 55. 
* Transcript of Record in Sherman Anti-Trust Case, vol. ii, pp. 190-191. 
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as to a fixed rate of interest.’’! In 1902 the coal com- 
pany paid only 1% per cent which “ was all we thought 
the Coal and Iron Company could afford to take out 
of its earnings that year and pay over to the Reading 
Company.” ! In 1908 the coal company paid the 
Reading Company two per cent interest, which was 
as high a rate as it had ever paid up to that time.? 
Since 1908 the rate has regularly been less than two 
per cent, and in 1911 was as low as one-half of one per 
cent. Notwithstanding this low rate of interest the 
coal and iron company is frequently operated at a loss. 
The results of its operations for the last six years are 
as follows: 


1905-1906 Loss ..... 2.00... cece ees $71,482 
1906-1907 Loss ..............0000. 130,745 
1907-1908 Profit ................. 207,523 
1908-1909 Profit ..............00. 66,973 
s508-2000 Lats ................... 71,500 
Se. .. 5. asa ws. ae... 103,316 


In the year 1910-11, the Reading Company accepted 
on the sum due it from the Reading Coal and Iron 
Company one-half of one per cent. Mr. Baer admitted 
that if the coal and iron company were charged the 
regular rate of interest, it would probably be conducted 
at a loss every year.’ Its frequent deficits, which 
are borne by the Reading Company, are mainly due 
to the high freight rates charged by the Reading Rail- 

1 Files of Interstate Commerce Commissica in case of W. R. Hearst v. Philadelphia 


and Reading Railway Company. Testimony, vols. i-ix, pp. 1-4377. p. 556. Referred 
to as Files of Interstate Commerce Commission. 


2 Transcript of Record in Sherman Anti-Trust Case, vol. ii, pp. 190-191. 
* Annual Reports of the Reading Company. 


4 Annual Reports of the Reading Company. The annual reports of the Reading 
Company, the Railway, and the Coal Company are published in the same pamphlet, 
and tho their operations are given separately, the results of their combined operations 
are also shown. 


5 Files of Interstate Commerce Commission, p. 970. 
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road. Any losses thus incurred by the coal company 
are counterbalanced by the large profits made by the 
railroad on the transportation of coal. Since both the 
coal company and the railroad are entirely owned by 
the Reading Company, it is immaterial to the Company 
whether its profits come from the mining of coal or 
from its transportation. Whether freight rates are 
high or low makes a great deal of difference, however, 
to the independent operators, and it would appear 
that the desire to bring about their elimination is the 
real explanation of such an adjustment of freight rates 
as results in the mining operations of the railroad coal 
companies being carried on at an apparent loss. Inci- 
dentally it may be observed, also, that this complex 
organization has made more difficult the judicial 
determination whether the railway has an interest 
in the coal transported by it in violation of the com- 
modity clause. 

The more usual method, however, of carrying on 
coal mining operations is through the ownership of the 
stock of coal mining companies. The relation of the 
Lehigh Valley Railroad to the Lehigh Valley Coal 
Company illustrates this method. 

The Lehigh Valley Railroad owns all the stock 
($1,965,000) of the Lehigh Valley Coal Company, 
one of the largest coal mining companies. The rail- 
road and the coal company had, in 1908, the same 
president, vice-president, treasurer and secretary; 
most of the members of the executive committee of the 
coal company were on the executive committee of the 
railroad,! and two of the six directors of the coal 
company were directors of the railroad. The Lehigh 
Valley Coal Company has never paid a dividend; ? 

1 Transcript of Record in Sherman Anti-Trust Case, Exh. 58. 

? Ibid., vol. v, p. 771. 
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in fact, it has frequently borrowed large sums from 
the railroad. It was observed in the annual report of 
the Lehigh Valley Railroad for 1901 that ‘‘ under the 
existing arrangements the Lehigh Valley Coal Company 
is compelled to depend upon the Railroad Company 
for working capital to carry on its operations,” ' and 
during the year ending in November, 1901, one million 
dollars was advanced by the railroad to the coal com- 
pany. Mr. Walter, formerly president of the Lehigh 
Valley Railroad, testified in 1904 that during his 
administration the coal company had always borrowed 
of the railroad when it wanted money.* The present 
indebtedness of the coal company to the railroad is 
$10,537,000, represented by certificates of indebtedness. 
About one-half of these were given by the coal com- 
pany to the railroad in return for the stocks of some 
coal companies purchased from the railroad, and the 
other half represented an exchange for some bonds of 
the coal company, which had been held by the railroad. 
Upon these certificates no interest has ever been paid 
by the coal company.‘ In addition to this free loan 
the railroad has guaranteed $12,596,000 of the bonds 
of the coal company, a large part of which represents 
advances made to it by the railroad. The interest 
on these bonds is now paid by the coal company, but 
prior to 1903 or 1904 it had been paid, in some cases, 
by the railroad. The capital stock of the Lehigh 
Valley Coal Company is part of the security for the 
general mortgage executed by the Lehigh Valley Rail- 
1 Annual Report of the Lehigh Valley Railroad, 1901, p. 25. 
2 Ibid., 1901, p. 25. 


* Files of Interstate Commerce Commission, p. 2334. 

* Transcript of Record in Sherman Anti-Trust Case, vol. v, p. 793. In 1912 the 
Lehigh Valley Coal Company redeemed and cancelled these certificates of indebtedness 
and paid the arrearages of interest at a rate of 4 per cent per annum. Annual Report 
of the Lehigh Valley Coal Company, 1912, p. 7. 

* Transcript of Record in Sherman Anti-Trust Case, vol. v, pp. 772, 778. 
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road in 1903 under which mortgage bonds to the 
amount of $23,539,000 have been issued. Among 
other considerations that indicate the practical oneness 
of these two companies may be mentioned the fact 
that the Lehigh Valley Coal Company has leased 
some of its lands to tenants upon the condition that 
their output be transported over the Lehigh Valley 
Railroad.? And the fact that the railroad has been 
willing to lend money to the coal company without 
requiring the payment of any interest thereon would 
appear to show conclusively that the two are practi- 
cally identical. 

The identity of the railroad and the coal company 
has received judicial recognition. In the case of the 
Lehigh Valley Railroad Company v. Rainey, it was held 
of the relations of the railroad to the coal company 
that “ the identity of interest between the two corpora- 
tions was so plain that it seemed idle to question it.” * 
Judge Buffington held in 1910, that in work, profit, 
interest, and official personnel the coal company was 
but an alter ego of the railroad itself.‘ In speaking 
of the relation of the Lehigh Valley Railroad to the 
Lehigh Valley Coal Company the Supreme Court held 
that it was clear “‘ that the fact averred tended to show 
an actual control by the Railroad Company over the 
property of the Coal Company and an actual interest 
in such property beyond the mere interest which the 
Railroad Company would have had as a holder of stock 
in the Coal Company.” 5 


1 Transcript of Record in Commodity Clause Cases, Supreme Court of the United 
States, October Term, 1908, no. 564. The U.S. v. The L. V. R. R. Co., p. 19. 

2 Bond Record, May, 1896, p. 368. 

3 112 Fed. Rep. 487. 

* 183 Fed. Rep. 461. Decision of Circuit Court, December 8, 1910. 


5 220 U. 8. 272. Decision of Supreme Court in U. 8S! v. L. V. R. R., Co., April 3, 
1911. 








594 QUARTERLY JOURNAL OF ECONOMICS 


This practical identity of railroad and coal mining 
company holds true also for the Central Railroad of 
New Jersey, the Erie, the Pennsylvania, and the New 
York, Ontario and Western, all of which own the stock 
of coal mining companies, tho not in every case is it 
true, as with the Lehigh Valley, that the railroad owns 
all of the stock of its constituent coal companies. 

In marked contrast, however, to most of the an- 
thracite carriers, the Delaware, Lackawanna and Wes- 
tern Railroad owns its coal lands directly and mines 
its own coal. With the exception of a part interest 
in the Temple Iron Company, it has no subsidiary 
coal mining companies. It does own the capital stock 
of two coal companies, the Lackawanna Valley Coal 
Company and the Glen Alden Coal Company, but 
neither of them produces any coal, and only one of 
them, the Glen Alden Coal Company, owns any coal 
lands, its holdings amounting to less than two acres.! 
The Lackawanna Railroad in the past has absorbed 
a number of coal companies, but these have always 
been merged with it, so that it now conducts mining 
operations directly through its own coal department.? 

The railroad has been very profitable. Dividends 
have been paid regularly since 1880, and have averaged 
27 per cent per annum for the past ten years.* There 
was also a stock dividend of 15 per cent in 1909, and 
stockholders were in 1912 given the privilege of sub- 
scribing at par for stock equal to 40 per cent of their 
holdings, the market price of the stock at the time being 


$583.4 Inasmuch as some 40 per cent of the earnings 

1 Transcript of Record in Sherman Anti-Trust Case, vol. ii, p. 579 and Transcript of 
Record in the Commodity Clause Cases, no. 562. The U. S.v. D. L. & W. R. R. 
Co., p. 12. 

2 For an account of the recent organization of a coal selling company, see p. 607. 

* Annual Reports of the Lackawanna Railroad and Poor’s Manual, 1913, p. 1394. 


4 Chron., 95: 1745, 1912. 
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of the railroad come from the transportation of coal, 
mainly anthracite, it is evident that the business of 
mining and transporting coal, judging by the com- 
bined results of the two operations, is profitable, and 
that the failure of many coal companies to show a profit 
is due to the adoption of a system of accounting which 
credits the railroad with profits jointly earned by the 
railroad and its coal company.' 

The Delaware and Hudson Company, like the 
Lackawanna, mines coal from its own lands. It keeps 
an account in its books with the coal department, 
but this is a mere bookkeeping charge, as practically 
all of the coal shipped over the railroad is the product 
of its own mines.2. The Delaware and Hudson, how- 
ever, owns the stock of several companies owning coal 
lands and engaged in the production of coal. It holds 
the entire capital stock ($1,500,000) of the Northern 
Coal and Iron Company, and of the Jackson Coal 
Company ($100,000). The Delaware and Hudson 
acquired, in March, 1901, all the stock ($100,000) 
of the Hudson Coal Company, which in 1905 purchased 
the stock of the Schuylkill Coal and Iron Company 
($1,000) and of the Shanferoke Coal Company ($5,000).* 
On account of the decision of the Supreme Court in 
the Commodity Clause case, the Delaware and Hudson 
arranged in 1909‘ to sell its whole present and future 
output to the Hudson Coal Company.® The officers 
and directors of these various companies are mainly 
drawn from those of the Delaware and Hudson Com- 

1 In the case of the coal companies of the Reading, the Central Railroad of New 


Jersey, and the Lehigh Valley, the interest charges on their enormous holdings of 
undeveloped coal lands explain, in part, the frequently recurring deficits. 


2 Transcript of Record in Sherman Anti-Trust Case, vol. iii, Exh. 169. 
* Transcript of Record in Sherman Anti-Trust Case, vol. iii, Exh. 123. 
* See p. 610. 

5 Annual Report of the Delaware and Hudson Company, 1910, p. 10. 
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pany. The Delaware and Hudson has been well 
managed, and has been prosperous. Dividends have 
been regularly paid since 1840. During this time six 
stock dividends aggregating 87 per cent have been 
distributed, and yet the rate of cash dividend has 
averaged nearly 7.5 per cent.? And since 1907 the 
rate of dividend has regularly been 9 per cent. This 
dividend record’ confirms the conclusion reached in the 
case of the Lackawanna Railroad, that coal mining 
operations are profitable, but that the practical identity 
of railroad and coal company explains in many cases why 
the mining end of the business fails to register a profit. 


Such were the relationships between the anthracite 
railroads and the coal mining companies at the time 
when the passage of the commodity clause apparently 
made it necessary for the railroads to divorce them- 
selves from their coal business. 

Compliance with the law, however, was more difficult 
in most cases than might appear at first glance. It 
is true that the Lackawanna Railroad, whose coal 
property was unmortgaged, could have sold its coal 
lands, and the Pennsylvania Railroad, which held its 
stock in coal mining companies free of encumbrance, 
could have disposed of its shares. But the situation 
in the case of the other carriers was more complex. 
In most cases the railroads had mortgaged their coal 
lands as security for long term bonds. These mortgages 
had been placed directly upon the land where the land 
was directly owned, and upon the stock of the coal 
companies where the land was owned by a subsidiary 
coal company. In the case of the Delaware and Hud- 

1 Transcript of Record in Sherman Anti-Trust Case, vol. iii, Exh. 123. 

r — Reports of the Delaware and Hudson Company and Poor’s Manual, 1913, 


3 Forty-six per cent of the earnings of the Delaware and Hudson Company are 
derived from the transportation of coal. 
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son, for example, all of its coal bearing lands in Penn- 
sylvania, together with all its railroads in Pennsylvania 
north of Scranton, were subject to the lien of a mortgage 
securing $5,000,000 bonds maturing in 1917. These 
liens were upon both the railroad and the coal property.! 
The Lehigh Valley, the Erie, the Central of New Jersey, 
and the Reading, on the other hand, had mortgaged 
the stocks of their principal coal companies to secure 
the bonds issued by the respective railroads. For 
example, the Lehigh Valley had deposited the stock 
of the Lehigh Valley Coal Company, of the Hazelton 
Coal Company, and of several other companies, as 
part security for its General Consolidated Mortgage, 
executed September 30, 1903, under which bonds to 
the amount of $23,539,000 had been issued, which were 
outstanding in the hands of the public. There was an 
absolute inhibition in the mortgage against releasing 
the stocks of the Lehigh Valley Coal Company and the 
Hazelton Coal Company from the operation of the 
indenture, and the stocks of the other coal companies 
could not be released from the lien, unless their aliena- 
tion, in the opinion of the trustee, would not be detri- 
mental to the security of the bonds.? The general 
mortgage of the Reading Company also contained 
an inhibition against any separation of the railroad 
and the coal properties. The two mortgages of the 
Erie Railroad, secured in part by the deposit of the 
stock of the Hillside Coal and Iron Company and of 
the Pennsylvania Coal Company, contained no pro- 
vision for a release of the stocks pledged.* The general 
mortgage of the Central Railroad of New Jersey, 


1 Transcript of Record in Commodity Clause Cases, no. 565. The U.S. v. The D. 
and H. Co., p. 12. 


2 Ibid., no. 564. The U.S. v. The L. V. R. R. Co., pp. 19, 23 seq. 
§ Ibid., no. 567. The U.S. v. The C. R. R. Co. of N. J., pp. 9-10, 15-18, 41. 
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secured in part by the bonds and stocks of the Lehigh 
and Wilkes-Barre Coal Company, did make provision 
for releasing the property pledged, providing no objec- 
tion to the release was made by the trustee.! 

In every case where the coal properties had been 
mortgaged the bonds were secured by both the rail- 
road and the coal properties. The mortgage debt of 
the railroads which had thus pledged their railway and 
coal properties aggregated over $400,000,000, and most 
of the bonds had long terms to run. The existence of 
these mortgages presented a real difficulty in any separa- 
tion of the railroads and their coal lands. This separa- 
tion was likely to meet with considerable opposition 
from bondholders, who would fear a diminution of their 
security because of the danger that part of the coal 
tonnage might be shipped over another railroad. 

Because of these difficulties, which were accentuated 
by the panic of 1907 and the resulting depression, and 
because it was believed that the commodity clause 
would be held by the courts to be unconstitutional, 
practically no effort was made by the principal coal 
roads to comply with the law. The Buffalo, Rochester 
and Pittsburgh attempted to reorganize in such a 
way as to comply with the law without running any 
risk of losing its coal tonnage. It organized the 
Mahoning Investment Company, and transferred to 
this company for a nominal consideration the coal 
lands of the railroad. It then distributed the shares 
of the Investment Company pro rata among its stock- 
holders.? The profits on the mining of coal thus 
went directly to the stockholders of the railroad, without 
passing through the hands of the railroad itself. The 
Louisville and Nashville and a few other roads succeeded 


1 Transcript of Record in Commodity Clause Cases, no. 567. The U.S. v. The 
C. R. R. Co. of N. J., pp. 9-10, 15-18, 41. 
2 Chron., 85: 373, 1907. 
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in disposing of their coal properties. The attempts 
to comply with the law were, however, few in number 
and were confined mainly to the soft coal roads. 

The seriousness of the situation, largely because of 
the enormous fines which a violation of the clause 
would entail, was sufficiently realized by the Govern- 
ment. The Department of Justice announced in 
the middle of January, 1908, that proceedings would 
be brought, as soon as possible after the clause went 
into effect, but that meanwhile the railroads were 
not to be prosecuted for a failure to comply with the 
terms of the act, provided they codperated with the 
Government and immediately in good faith obeyed 
the decision of the Supreme Court when rendered.'! 
Somewhat later an effort was made in the Senate to 
postpone the operation of the clause. On the 31st of 
March, 1908, Senator Elkins introduced a Joint Reso- 
lution to suspend the commodity clause. As amended 
by the Committee on Interstate Commerce to which 
it had been referred, this resolution provided for a 
suspension of the penalties of the clause until January 
1, 1910, but the instituting of proceedings for the 
enforcement of the clause was not to be affected in any 
way. Consideration of the measure was taken up 
by the Senate on April 28, 1908. Its passage was 
urged by Senator Elkins on the ground that the rail- 
roads had tried to make the necessary financial arrange- 
ments, but had been unable to do so, because of the 
panic of 1907. He urged that it was only fair to suspend 
the clause until the law could be tested.? 

The Joint Resolution had the support of the Inter- 
state Commerce Commission. In a letter to the Senate 
dated April 2, 1908, this body, without stating its 

1 Chron., 86: 227, 1908. 

2 Cong. Record, April 28, 1908, p. 5331, and May 1, 1908, p. 5533. 
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reasons, urged the passage of the resolution! In 
response to a request of the Senate directing it to state 
its reasons, the Commission replied (May 8) that the 
financial depression had produced conditions pre- 
sumably not anticipated when the clause was enacted. 
The enforcement of the clause now would, in its opinion, 
work considerable hardship, particularly on the inde- 
pendent coal operators, who were mining coal from lands 
leased from the Pocohontas Coal and Coke Company, 
owned by the Norfolk and Western Railroad, and 
shipping their product over its line. The railroad, 
according to the counsel of the Interstate Commerce 
Commission, was unable to dispose of its coal lands, 
and consequently would be unable to carry the coal 
of the independent operators. The Commission, 
therefore, favored a suspension of the penalties until 
January 1, 1910, in order to give the courts time to 
test the validity of the clause.’ 

On the 13th of May, Senator Foraker, who had taken 
a@ prominent part in the debate, introduced a sub- 
stitute amendment, which provided that the clause 
should “ not apply to any article or commodity law- 
fully acquired and owned prior to the 29th day of June, 
1906, by any railroad company under and by virtue 
of any statute, franchise, or charter lawfully issued 
by the United States or any State or territory thereof.” 
On account of his illness a vote on this amendment 
was not taken until May 22. On that date it was 
defeated by 23 to 32, — 37 not voting.‘ On the 4th of 
January, 1909, the resolution of Senator Elkins came 
up again for consideration, but was laid aside for several 
successive days, and after January 11, 1909, apparently 
was not taken up again. 
1 Cong. Record, May 1, 1908, p. 5533. § Ibid., p. 6202. 
2 Ibid., May 13, 1908, pp. 6193-6194. * Ibid., May 22, 1908, p. 6754. 
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But meanwhile, on May 1, 1908, the commodity 
clause had gone into effect. On the 5th of June, 1908, 
the Government began its suit against the anthracite 
carrying railroads by filing in the Circuit Court for the 
Eastern District of Pennsylvania bills of equity and 
alternative writs of mandamus against the Philadelphia 
and Reading, the Lackawanna, the Delaware and 
Hudson, the Lehigh Valley, the Central of New Jersey, 
the Erie and the Pennsylvania. The suit against the 
Reading, however, was not pressed, as its interest in 
the coal transported by it was less direct than was that 
of the other railroads; the Government attempted 
to secure a decision first upon the other cases. It was 
charged in these proceedings that certain of the defend- 
ant railroads were directly engaged in mining operations, 
and others indirectly engaged through the ownership 
of the capital stock of subsidiary coal companies, 
and that all the railroads were transporting the coal 
so mined in interstate commerce in violation of the 
commodity clause.! 

The first decision in the Circuit Court, September 
10, 1908, was against the government. That court 
(Justice Buffington dissenting) held the commodity 
clause to be “a practical violation of the letter and 
spirit of the fifth amendment,” * and intimated further 
that it was not within the commerce clause of the 
constitution, since entire exclusion from interstate 
commerce was not to be deemed a regulation of it.’ 

1 164 Fed. Rep. 217. 

2 The enforcement of the act, the Court held, “ will compel the defendants to cease 
mining and transporting such coal, while still retaining their ownership or interest 
therein, . . . or, they will be compelled to surrender and divest themselves of title 
thereto by a compulsory sale of these coal lands and stock in coal companies. When 
we consider the magnitude of the sacrifice that must certainly attend such a sale, from 
throwing upon the market at once these properties, . . . it will be manifest that either 
alternative means a deprivation of property of enormous value by the mere command 
of the statute, without process of law or just compensation therefor.” 


2 The text of the decision is in 164 Fed. Rep. 217 seq. See especially pp. 226, 232, 
229, and (for the dissenting opinion) 252-254. 









































An appeal was at once taken to the Supreme Court, 
which rendered its decision ' on May 3, 1909, less than a 
year after the original suit had been brought. The 
clause was declared to be within the power of Congress.’ 
The Supreme Court held that the commodity clause 
“applies four generic prohibitions, that is, it forbids 
a railroad carrier from transporting in interstate com- 
merce articles or commodities, 1, which it has manu- 
factured, mined or produced; 2, which have been so 
mined, manufactured or produced under its authority; 
3, which it owns in whole or in part ; and, 4, in which 
it has an interest, direct or indirect.” * The court 
noted that the first two prohibitions, if literally con- 
strued, operated upon the right to transport a com- 
modity because of an antecedent act of manufacturing 
or mining, whereas the last two prohibitions spoke 
in the present, referring to ownership at the time of 
the transportation of the commodity. Should the 
first two be held to prohibit, irrespective of the relation 
of the carrier to the commodity at the time of trans- 
portation, and should the last two only prohibit owner- 
ship at the time of transportation, the result would 
be, said the Court, to give the statute a semi-annihila- 
tive meaning. It treated these four prohibitions, 
however, ‘“‘ as having a common purpose, that is, the 
dissociation of railroad companies prior to transporta- 
tion from articles or commodities, whether the associa- 
tion resulted from manufacture, mining, production 
or ownership, or interest, direct or indirect.””* The 
Supreme Court noted that the first two prohibitions 


1 213 U. 8S. 366-419. 


? An interpretation was put upon the commodity clause by the Supreme Court 
which made it unnecessary to pass upon the constitutional questions raised by the 
Circuit Court; but these constitutional questions presumably will come up again before 
the Supreme Court for final determination. 


3 213 U. 8. 408. 
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* Ibid., 412. 
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were radical and the last two more reasonable. It 
restrained, therefore, the wider and more doubtful 
prohibitions in order to make them accord with the 
narrower and more reasonable ones, which provided 
for dissociation at the time of transportation. A 
railroad was not, therefore, it was held, forbidden to 
transport articles which had been mined by it or which 
it had previously owned, provided it had dissociated 
itself from these articles prior to the act of transporta- 
tion. 

It might, however, be held that some of the rail- 
roads had an “ interest,’’ direct or indirect, in the coal 
transported by them, even tho it had not been directly 
mined or owned by them at any time prior to the act 
of transportation. The Supreme Court, therefore, 
proceeded to analyze the nature of the interest, direct 
or indirect, which was prohibited by the commodity 
clause and which it had interpreted to refer only to an 
interest. at the time of transportation. The Govern- 
ment had contended that since the statute referred to 
any interest, direct or indirect, it prohibited the trans- 
portation of commodities, mined by a bona fide corpora- 
tion in which the carrier held a stock interest, however 
small. The contention of the railroads, on the other 
hand, had been that interest included only commodities 
in which the carrier had a legal interest, and did not 
prohibit the transportation of commodities mined 
by a separate corporation in which the transporting 
carrier held stock. The Supreme Court held that, if 
the interest referred to meant a legal or equitable 
interest, the mere ownership of stock in a distinct 
corporation did not prohibit a carrier from transport- 
ing in interstate commerce articles mined by that cor- 
poration. It was admitted by the prosecution that 
this would follow were the clause to be interpreted to 
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mean a legal interest. The question in dispute, then, 
was this: did the interest mentioned in the act refer 
merely to a legal interest ? The Government main- 
tained that the term interest should be interpreted 
broadly, including such as is involved in the ownership 
of stock in a subsidiary coal company. [If interest 
were to be taken to mean merely a legal one, the 
commodity clause would be without significance. 
The Court held, however, that this was not true. It 
pointed out that the Senate had rejected an amend- 
ment which specifically provided that interest, direct 
or indirect, was intended among other things to embrace 
an interest resulting from ownership of stock. The 
failure, held the Court, to provide for this contingency 
in express language gave rise to the implication that 
it was not the purpose to include it. 

“ At all events, in view of the far-reaching consequences of giving 
the statute such a construction as that contended for . . . and of 
the questions of constitutional power which would arise if that 
construction were adopted, we hold the contention of the Govern- 
ment not well founded. We then construe the statute as pro- 
hibiting a railroad company engaged in interstate commerce from 
transporting in such commerce articles or commodities under the 
following circumstances and conditions: (a) When the article or 
commodity has been manufactured, mined or produced by a carrier 
or under its authority, and at the time of transportation the carrier 
has not in good faith before the act of transportation dissociated 
itself from such article or commodity; (6) When the carrier owns 
the article or commodity to be transported in whole or in part; 
(c) When the carrier at the time of transportation has an interest, 
direct or indirect, in a legal or equitable sense in the article or 
commodity, not including, therefore, articles or commodities 
manufactured, mined, produced or owned, etc., by a bona fide 
corporation in which the railroad company is a stockholder.” 


Justice Harlan held, in a dissenting opinion, that 
the act, reasonably and properly construed, included 
within its prohibitions the transportation of coal by 


1 213 U. S. 414-415. 
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a railroad company, if, at the time, it were the owner, 
legally or equitably, of stock — certainly if it owned 
a majority or all the stock —in the company which 
mined, manufactured or produced, and then owned, 
the coal which was being transported by the railroad 
company. Any other view of the act, he held, would 
enable the transporting railroad company, by one 
device or another, to defeat altogether the purpose 
which Congress had in view, which was to divorce, 
in a real, substantial sense, production and transporta- 
tion, and thereby to prevent the transporting company 
from doing injustice to other owners of coal. Justice 
Harlan did not present any argument sustaining his 
dissenting opinion. He deemed it unnecessary to do 
more than express his non-concurrence, inasmuch as 
the cases had been determined wholly on the construc- 
tion of certain parts of the act which Congress could 
revise if it deemed it desirable. 

The rejection by Congress of an amendment specifi- 
cally providing that the ownership of stock in a sub- 
sidiary corporation constitutes such an interest as is 
forbidden by the commodity clause, implied, the Su- 
preme Court held, that Congress did not intend to 
prohibit the ownership by railroads of stock in coal 
mining companies. A bill to make the clause more 
effective in this respect was introduced in the House 
of Representatives by Mr. Wanger of Pennsylvania 
on the 13th of May, 1909, only ten days after the 
decision of the Supreme Court. This bill, which pro- 
vided specifically that the ownership of the stock of a 
subsidiary corporation should be held to constitute 
an interest (either direct or indirect) in the product 
of that corporation, was referred to the Committee 
on Interstate and Foreign Commerce. It seems, how- 
ever, never to have emerged from committee. In 
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the following year, toward the close of the debates 
on the Mann-Elkins Act, an attempt was made by 
Senator Bailey of Texas (who had taken a prominent 
part in framing the commodity clause of the Hepburn 
Act) to secure the adoption of an amendment which 
would clearly prohibit stock ownership. In connection 
with this subject Senator Bailey remarked that in the 
light of the Supreme Court decision the prohibitions 
as to interest, direct or indirect, could have been 
improved by specifically providing that the ownership 
of stock in certain corporations should bring the com- 
mon carrier within the terms of the statute. But, he 
said “I did not ... think that necessary, because 
I was familiar with that line of decisions which have 
almost uniformly held that a stockholder in a corpora- 
tion has an interest which disqualifies him as a juror 
in the trial of any case to which the corporation is a 
party.” ! Senator Bailey said that he believed he 
could demonstrate, the Supreme Court to the contrary 
notwithstanding, that the commodity clause, as orig- 
inally adopted by Congress, was understood to mean 
in the debate exactly what was proposed by his present 
amendment.? His amendment was defeated, however, 
after a brief discussion, by 25 to 31, — 36 not voting.’ 
Another amendment, not so far-reaching, introduced 
by Senator Crawford of South Dakota, was rejected 
without a roll call.‘ 


The Supreme Court, as we have seen, declared the 
commodity clause constitutional. Its interpretation 
of the clause, however, appeared to render it ineffective. 
The Circuit Court had held that the enforcement of 
this clause would make it necessary for the anthracite 


1 Cong. Record, June 1, 1910, p. 7212. * Ibid., p. 7218. 
2 Ibid., p. 7210. § Ibid., June 2, 1910, p. 7252. 
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carrying railroads either to cease transporting coal 
to other states,' or to divest themselves of all title or 
interest, direct or indirect, in their coal properties, by 
a compulsory sale of their coal lands and their stocks 
in coal companies. The Supreme Court adopted, 
however, an entirely different interpretation. It held 
that the “interest” referred simply to a “ legal” 
interest and that a railroad could not, therefore, be 
said to be interested, either directly or indirectly, in 
the mining of coal, merely because it owned all the 
capital stock of a coal company which conducted the 
mining operations. This interpretation appeared to 
require but slight changes in the conduct of the coal 
business, as most of the railroads did not mine coal 
directly, but merely owned the stock of coal mining 
companies. The only anthracite railroads which 
seemed to have any “ legal ” interest in the coal trans- 
ported by them, and which were, therefore, affected 
by the decision, were the Lackawanna and the Dela- 
ware and Hudson, both of which mined coal directly. 
These roads proceeded at once to reorganize their 
affairs. 

The Lackawanna took advantage of that part of the 
decision of the Supreme Court which held that a rail- 
road might carry in interstate commerce an article 
mined by it, provided it had in good faith, before the 
act of transportation, dissociated itself from the com- 
modity so mined. The Lackawanna continued to 
mine coal, and to transport it in interstate commerce, 
but it endeavored to dissociate itself from the coal 
prior to the act of transportation by selling it to another 
company. On August 1, 1909, the sales division of the 
Coal Department of the railroad was discontinued, 
and the Delaware, Lackawanna and Western Coal 


1 Except, of course, the coal transported for independent producers. 
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Company, with a capitalization of $6,590,700, was 
organized under the laws of New Jersey.! On August 
2 a contract was made with the coal company, whereby 
the railroad agreed to turn over to the coal company 
its present stocks of coal, and to sell all the coal there- 
after to be mined or purchased by the railroad for a 
certain per cent of the tidewater price, — the basis 
being that generally prevailing in the anthracite region.? 
The control of the coal company was vested in the same 
hands as was the control of the railroad, its stock being 
purchased by shareholders of the railroad, with funds 
provided by the railroad. Tho paying unusually large 
dividends, the Lackawanna had for several years been 
accumulating a large surplus. The organization of the 
coal company offered a good opportunity for distrib- 
uting some portion of this surplus. A stock dividend 
of 15 per cent was declared (apparently in violation 
of the express prohibitions of its charter), and in 
addition an extra dividend of 50 per cent payable 
in cash. Stockholders of the railroad were then given 
the option of using one-half of this extra dividend to 
purchase at par stock in the newly organized coal 
company.* As a result the stockholders of the two 
companies became practically identical, and _har- 
monious relations were assured. The president and 
one of the vice-presidents of the railroad have from the 
beginning been two of the seven directors of the coal 
company, and this vice-president has regularly been the 
president of the coal company.‘ Under this arrange- 


1 Annual Report of the Lackawanna Railroad, 1909, p. 10. 


2 Contract between the railroad and the coal company. See original petition in 
U. 8. v. D. L. and W. R. R. Co., and the D. L. & W. Coal Co., in the 
District Court of the United States for the District of New Jersey. Referred to here- 
after as Original Petition. 


* Annual Report of the Lackawanna Railroad, 1909, p. 11. 
« Original petition, p. 14. 
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ment, however, it was possible that through the sale 
of the stock of one or the other of the two companies 
this community of interest might in time be dissolved. 
The danger that any conflict of interest would thus 
arise, which might jeopardize the future traffic of the 
railroad, has been obviated by the ingenious provision 
that the contract between the railroad and the coal 
company is terminable upon six months’ notice by 
either party.!. By such a device the coal company 
became in reality a mere subsidiary selling agency of 
the railroad.? 

The operations of the coal company have proved to 
be highly profitable. From almost the very beginning 
it has paid 10 per cent dividends and in 1913 it declared 
an extra dividend of 20 per cent,’ while at the same 
time it was building up an enormous surplus. 

This method of conforming to the decision of the 
Supreme Court has been recently attacked by the 
Government in a suit brought against the Delaware, 
Lackawanna and Western Railroad and the Delaware, 
Lackawanna and Western Coal Company on February 
13, 1913. The bill of the Government recites‘ that 
the present arrangement does not divest the railroad 
of all interest in the coal transported by it, as required 
by the commodity clause. It is charged that the coal 
company is and must always be subservient to the will 
of the railroad and those who control it. The stock- 
holders of the railroad have constituted the dominant 
stockholders of the coal company, and probably always 


1 Contract in Original Petition, p. 33. 


2 The coal company agreed to purchase all the coal offered by the railroad, and 
no other, unless necessary to comply with contracts then outstanding, and it has always 
leased all the necessary trestles and storage plants from the railroad. Contract in 
Original Petition, pp. 27-30. 


* Chron., 96: 949, 1913. 
* Original Petition, p. 20. 
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will. They elect its officers, determine its policies, 
and, moreover, they may take away its sole business 
upon six months’ notice. If its conduct shall fail to 
meet with their approval, it may be deprived of all 
benefits under the sales contract, and its business 
quickly destroyed. In such event a similar subter- 
fuge could be organized, and the profits of the entire 
business be secured to the stockholders of the rail- 
road. 

The Government also charges that the contract 
between the railroad and the coal company is in re- 
straint of trade, and an attempt to monopolize the coal 
business along the railroad’s lines in violation of the 
Sherman Anti-Trust Act. 

The Delaware and Hudson, like the Lackawanna, 
was directly engaged in the mining of coal, but it had for 
several years sold all of its larger sizes of coal at the 
mines, prior to the act of transportation. This practice 
had not been followed, however, for the smaller sizes. 
As the result of the decision of the Supreme Court the 
railroad, on June 1, 1909, made a contract with the 
Hudson Coal Company, all of whose stock was owned 
by the railroad, whereby the coal company agreed to 
buy at the pit mouth all the coal produced from the 
mines belonging to the railroad.! The Delaware and 
Hudson, therefore, resorted to the same scheme for 
dissociating itself from the coal transported by it as 
had been followed by the Lackawanna, except that the 
organization of a special company to purchase the coal 
was unnecessary, as the railroad already owned the 
stock of a subsidiary, which could be used for that pur- 
pose. It remains, however, to be judicially determined 
whether the Delaware and Hudson has, in good faith, 
dissociated itself from the coal prior to the act of trans- 


1 Annual Report of the Delaware and Hudson Company, 1909, p. 9. 
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portation, as the railroad owns the total capital stock 
of the coal company offering its product to the rail- 
road for shipment. If, however, as stated in the 
Annual Report of the Company, the Delaware and 
Hudson is not engaged in the interstate transportation 
of anthracite, as it sells within the state of Pennsylvania 
all the coal produced from its mines,! the prohibitions 
of the commodity clause do not apply to it. 

The interpretation put upon the commodity clause 
by the Supreme Court in 1909 gave little ground for 
the belief that the legislative prohibitions would ma- 
terially affect the anthracite coal situation. A case 
recently decided by the Supreme Court, however, 
indicates that the commodity clause may yet prove 
more effective than was commonly supposed, and that 
some further changes in the conduct of the business 
may be necessary. The Supreme Court, after render- 
ing its decision on the constitutionality of the com- 
modity clause, remanded the case to the Circuit Court 
for such further proceedings as might be necessary 
to enforce the statute as it had been interpreted. 
The Government thereupon amended its original bill 
against the Lehigh Valley.2. In the second petition 
it was charged by the prosecution that tho the Supreme 
Court had held that stock ownership by a railroad 
company in a bona fide corporation did not make it 
illegal for the railroad to transport in interstate com- 
merce commodities mined by this corporation, yet the 
Lehigh Valley Coal Company was not a bona fide 
mining corporation, but a mere agency or department 
of the railroad. This being the case, the railroad has 
at the time of transportation an interest, in a legal 


1 Annual Report of the Delaware and Hudson Company, 1909, p. 11. 


2 The Government did not amend its bills against the other railroads, regarding 
the Lehigh Valley suit as a test case. 
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sense, in the coal thus transported and has not, there- 
fore, in good faith dissociated itself from the ownership 
of the coal. Evidence was introduced to show that 
the Lehigh Valley Railroad used the coal company as a 
mere device to enable it to evade the prohibitions of 
the commodity clause. The Circuit Court, however, 
on March 7, 1910, denied the request of the United 
States for leave to file the amended bill and upon motion 
of the railroad counsel dismissed the bill absolutely.* 
The Government appealed from this decree to the 
Supreme Court, which, on April 3, 1911, rendered a 
decision reversing the lower court. The Supreme Court 
in a discussion of the legal points involved sharply 
criticized the Circuit Court for its refusal to permit 
the Government to file the amended bill. We are 
concerned here, however, primarily with the opinion 
of the Court as to the relation of the coal company to 
the railroad. In the words of the Court, “ While 
this decision (the decision in the commodity clause 
case) expressly held that stock ownership by a railroad 
company in a bona fide corporation, irrespective of the 
extent of such ownership, did not preclude a railroad 
company from transporting the commodities manu- 
factured, mined, produced or owned by such corpora- 
tion, nothing in that conclusion foreclosed the right of 
the Government to question the power of the railroad 
company to transport in interstate commerce a com- 
modity manufactured, mined, owned or produced by a 
corporation in which the railroad held stock and where 
the power of the railroad company as a stockholder 
was used to obliterate all distinctions between the 
two corporations.””* The Supreme Court held that 


1 220 U. 8. 268-270. * Ibid., pp. 271-272. 


2 Ibid., p. 270. 
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the facts averred “ tended to show an actual control 
by the railroad company over the property of the coal 
company and an actual interest in such property 
beyond the mere interest which the railroad company 
would have had as a holder of stock in the coal com- 
pany.” ? It was further held that the use of stock 
ownership in another corporation for the purpose of 
destroying the entity of the corporation and comming- 
ling its affairs with the affairs of the railroad, so as 
to make the two companies virtually one, brings the 
’ pailroad company so acting within the prohibitions 
of the commodity clause.? 

The Supreme Court remanded the Lehigh Valley 
case for a determination of the fact whether the Lehigh 
Valley Coal Company was or was not a department 
of the railroad. In accordance with this ruling, the 
Circuit Court permitted the filing of an amended 
complaint. The Government thereupon filed in the 
Circuit Court at Philadelphia on the 6th of June, 1911, 
a bill against the Lehigh Valley Railroad, charging as 
before that the various coal companies owned by the 
railroad were not bona fide concerns, but mere devices 
for evading the commodity clause. Without waiting 
for the decision of the Court, the Lehigh Valley effected 
a readjustment of its affairs. On January 22, 1912, 
the Lehigh Valley Coal Company, secured the incor- 
poration, under the laws of New Jersey, of a new 
corporation, the Lehigh Valley Coal Sales Company, 
with an authorized capital stock of $10,000,000, of 
which $6,060,800 was issued upon the organization 
of the company. On March 1, 1912, the Lehigh Valley 
Coal Company entered into a contract with the Coal 
Sales Company, whereby the latter was to purchase, 
ship, and sell the coal mined, or otherwise acquired 


1 220 U. 8. 272. 2 Ibid., p. 274. 
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by the Coal Company.'! On the same day in which 
the Lehigh Valley Coal Company authorized the 
organization of the Coal Sales Company, the Lehigh 
Valley Railroad declared a special ten per cent cash 
dividend,? which could be used for subscriptions to 
the stock of the newly organized corporation. The 
railroad, therefore, in effect provided its shareholders 
with funds, with which they could purchase the stock 
of the new company without any expense to themselves. 
Should the Lehigh Valley Coal Company, which mines 
the coal, be held by the Court to be a mere depart- 
ment of the railroad,’ it will be claimed that the coal 
company has disposed of its coal to the Coal Sales 
Company, and that “ Neither the Lehigh Valley Rail- 
road Company nor the Lehigh Valley Coal Company 
has any ownership in the stock of the Sales Company 
or any interest, direct or indirect, in the coal trans- 
ported.” 4 

Unless indeed our courts shall yet hold that a 
railroad does have an “interest” in coal offered for 
transportation by a company whose stockholders are 
the same as those of the railroad, it is obvious that 
the commodity clause must be made more specific, 
if the underlying principle is to be applied with any 
considerable degree of success. 

As to this underlying principle, there was, as we 
have seen, substantial agreement in the debates pre- 
ceding the passage of the Hepburn bill. Senator 
Foraker himself, one of the three senators who finally 
voted against the bill, expressed himself in favor of 


1 Annual Report of the Lehigh Valley Coal Company, 1912, p. 6. 

2 Ibid., p. 14. 

* This suit was dismissed without prejudice on January 27, 1913, by consent of 
both parties but it is expected that a new action will be brought by the Government. 
Chron., 96: 360, 1913. 


« Annual Report of the Lehigh Valley Railroad, 1912, p. 13. 
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the principle of the commodity clause, saying that he 
did not believe that a common carrier should be 
engaged in any business except only that of a common 
carrier. But even tho further Supreme Court decisions 
should restore vitality to the clause, so that in other 
industries it may be thoroly enforced, it must be said 
that it is extremely doubtful whether in the anthracite 
industry competitive conditions would be thereby 
restored. The railroads or their subsidiary coal com- 
panies now own or control over 90 per cent of the total 
output of anthracite coal, and they own in fee simple 
an even larger percentage of the yet unmined coal. 
Were the coal companies to be separated from their 
present railroad control, the first result would be, 
in all probability, the organization of a coal trust, or at 
least some form of agreement among the coal companies 
to restrict output or to fix prices. Further regulative 
measures would doubtless then be attempted. Just 
what these.measures would be is bound up in the larger 
problem of public ownership of the natural resources 
of the country versus private ownership under public 
regulation — a far reaching problem concerning which 
the people of the United States have not as yet a 
fixed and definite policy. 

EvioT JONES. 


Harvarp UNIVERSITY. 











ORIGINAL COST VERSUS REPLACEMENT COST 
AS A BASIS FOR RATE REGULATION! 


SUMMARY 


Two principles: (1) cost-new, or replacement cost, (2) original cost, 
616. — Tendency to adopt replacement cost alone, 617. — Original cost, 
neglected because thought difficult to ascertain, 618. — How it can be 
ascertained, 620. — How the principle of replacement cost is in practice 
departed from, 623. — Both figures should be before the rate-making 
tribunal, 624.—The problem of investment by later stock-pur- 
chasers, 626. 


THERE is at the present time no well defined basis 
upon which the fair present value of the properties of 
public utilities shall be ascertained. The rulings which 
have been rendered by courts and commissions agree in 
but one thing, that the fair present value can be deter- 
mined only by the impartial judgment of a court or 
commission when such a tribunal has been well informed 
as to all the facts and figures relating to a particular 
property. The courts have gone so far as to indicate 
the figures which are needed for their information in 
establishing a fair basis of this kind. Of these figures, 
the two which unquestionably have been considered 
most important by appraisers, are (1) the cost-new as of 
the present time, usually termed the cost of reproduc- 
tion or the replacement cost; and (2) the original cost. 

There are two parties directly interested in every 
valuation of public utilities: the users of the enter- 
prise, who will be spoken of hereafter as the public, 


1 The author of this paper has had wide experience in the problems discussed, 
having been for some years chief engineer of the American Telephone and Telegraph 
Company, and more recently consulting engineer in valuation cases. — Eprror. 
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and the security holders. Naturally these two parties 
have divergent aims in the establishment of the value 
of the property upon which rates are to be based. The 
users desire that this basis shall be made no higher 
than is just and proper, and the security holders and 
managers are insistent that their property shall be 
given its full value as a complete operating and earning 
enterprise. It is common, therefore, to find much 
difference of opinion as to the propriety of the inclu- 
sion or exclusion of certain items of possible cost or 
value. Moreover it is difficult for parties so directly 
interested in the decisions of the tribunal to present 
the various figures, representative of value, which have 
been demanded by the courts. As a consequence 
each side usually presents that figure which will be 
most favorable to the end desired, a high or a low pres- 
ent value. 

Notwithstanding repeated decisions to the effect that 
fair present value can be established only when a 
knowledge of all facts and figures have been presented 
to the rate making tribunal, nevertheless there has 
grown up within the last few years a too general accept- 
ance of the cost of reproduction as the true index of 
the fair value of a property for rate making purposes. 
This figure is attractive to the holders of the securities 
of public utility enterprises, for the reason that it 
is usually larger than the figures that might be obtained 
by other means. The replacement cost during recent 
times has usually been larger than other figures represen- 
tative of value, owing to the increased cost of labor and 
material and to certain more or less arbitrary assump- 
tions usually employed in the derivation of replace- 
ment cost, but more especially to the advances of late 
years in the values of real estate in most parts of this 
country. 
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The replacement cost is the sum of money which 
would have to be expended at the present time to repro- 
duce a physical property identical with that in existence 
at the present time and used for the benefit of the public. 
In deriving it an inventory of the entire physical 
property must be made, and to every unit found in the 
plant must be applied costs representative of what 
would have to be paid to-day for the material and for 
the labor necessary to place the material in the position 
now occupied by the existing plant. The replacement 
cost of land is its present market value, to which must 
be added the expense which would be incurred in its 
purchase. Again, most public utilities have portions 
of their plant in the streets. In many places the 
streets have become so filled with the conduits or pipes 
of other utilities, since the plant under valuation was 
built, that an existing system could be replaced at the 
present time only at a far greater cost than was incurred 
when the plant was originally installed. Again, much 
of the construction of the existing property was placed 
in the streets before the streets had been paved or, at 
least, before they had been surfaced with a present 
higher grade pavement. In consequence of such street 
improvements, the cost of construction at the present 
time would be considerably greater. A rigid adherence 
to the theory of replacement costs demands that these 
enhanced costs should form a portion of the replace- 
ment cost. 

Original cost, on the other hand, is the sum of money 
which was expended by the undertaking for the prop- 
erty now in use for the benefit of the public. It is not 
what the original property cost but rather what the 
present property cost. It is possible that the expres- 
sion “ original cost’ conveys a false impression and 
that the “actual cost” of the property now in use 
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would be less confusing. It is most important that the 
original cost should not be considered to be the cost of 
the first unit of plant used in a particular place or for 
a particular purpose. Elements of plant which are 
no longer in use or useful cannot be considered as a 
portion of the property to be included in a valuation 
for the purpose of determining a fair value for rates. 
Such plant elements have passed out of existence and 
their cost should have been removed from the assets 
of the company. If the business of the undertaking 
had been conducted properly, reserves for depreciation 
should have been made. These reserves are obtained 
from users through the rates paid for the service. 
Manifestly it is unfair to the users to demand rates 
sufficiently high to create a fund for the replacement 
of obsolete plant and then include the cost of such 
obsolete plant in a new value upon which new rates 
should be based. 

The original cost has been presented as a figure 
representative of value in but few appraisals; whereas 
today the replacement cost is almost always ascer- 
tained. There are several reasons for this neglect of 
original cost. Probably the most controlling reason 
is that, through a misunderstanding of the true meaning 
of original cost, such a figure can rarely be obtained. 
This misunderstanding of original cost is due to the 
efforts of the advocates of the theory of value based 
on cost to define the original cost as the stockholders’ 
investment in existing useful property. Such an inter- 
pretation of original cost requires an analysis of the 
company’s books, an identification of each unit of the 
existing plant with the book entries showing its original 
cost, and a determination of the source of the funds 
used to pay for each unit. It will be apparent to all 
who are familiar with the construction, maintenance, 
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and replacement of large public utility properties that 
such a figure can but rarely be obtained, — at best 
in the cases of enterprises which have been constructed 
but recently. In most instances plant cannot be identi- 
fied by the book entries. Nor is it possible to trace 
the sources of all funds used in constructing the plant. 
Time and again attempts have been made in valuations 
to derive a figure representative of original cost in 
accordance with such a definition, and without success. 
The replacement cost has become, therefore, the only 
figure which rests on definite knowledge of the existing 
property, and a figure representative of original cost 
has not been presented to the rate making tribunal. 

The original cost has been called for by the courts 
as one of the figures representative of value which must 
be ascertained to assist the rate making tribunal in 
forming its judgment as to the fair present value of a 
property. It is a figure, consequently, of quite the 
same importance as that representing the replacement 
cost. The responsibility is upon the engineer, there- 
fore, to find some way whereby the demand of the courts 
can be complied with and an accurate determination 
of original cost be made. 

The original cost, if the above interpretation of its 
meaning is accepted, can be ascertained in a manner 
almost identical with that used in determining the re- 
placement cost. The inventory, describing all useful 
property now in service, is identical for the two pur- 
poses. The unit costs will be different, however. 
The unit costs used in ascertaining replacement costs 
are, theoretically, the prices for labor and material 
prevailing at the date of valuation. Practically, it is 
usual not to take actual present prices, since such 
figures may have been affected by abnormal market 
conditions, but a figure for each unit of plant represen- 
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tative of a probable present cost had market conditions 
been normal. The unit costs used in ascertaining 
original costs will be the actual prices of labor and 
material paid by the company in each year in the past 
in which plant units had been purchased and installed. 
Thus, instead of a single unit cost for each unit, as is 
the case with replacement costs, there will be as many 
unit costs for each unit as there are years in which 
existing units have been purchased. 

This method of ascertaining original cost is not as 
difficult or laborious as at first thought it may appear. 
The age of each unit of perishable property must be 
determined in every valuation for the purpose of 
ascertaining the loss in value of the unit due to depre- 
ciation. The present value, whether that value is 
based on original cost or replacement cost, is the cost- 
new less depreciation. The present value is the value 
of the perishable property in its present condition 
plus the value of the non-perishable property. With 
the ages of all units known, it is only necessary to group 
together units of the same kind and age. The age 
indicates directly the year in which the units were 
purchased. The prices paid for each unit in each year 
in the past can be obtained readily from the books of 
the company or, if such records are not available, it 
would be rarely difficult to obtain reliable figures from 
outside sources. The product of the unit costs for 
each year, obtained in this manner, multiplied by the 
number of units found, by a knowledge of their age, to 
have been installed in that year, gives the costs for 
each year of the perishable property. The sum of 
the costs of all units for all years gives the total original 
cost of all perishable property. To this sum must be 
added the actual cost of the non-perishable physical 
property. The non-perishable property consists prin- 
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cipally of land. There is usually but little difficulty 
in identifying the sums paid for land as shown in the 
company’s records. To the original cost of the physi- 
cal property must be added the usual overhead charges, 
derived in a manner consistent with the above method. 

Original cost, derived in the above manner, presents 
no difficulties to the appraiser, is founded on a care- 
fully made inventory, and uses unit costs freed from 
any assumptions. It would seem to be a figure possibly 
even more reliable than the replacement cost. These 
unit costs are actual costs; whereas the unit costs 
used in the derivation of the replacement value are 
based theoretically upon the assumption that all 
material and labor must be figured at the prices pre- 
vailing on a particular day, but that such prices should 
be not the actual prices but what they would be if the 
market were normal. Original cost, being actual cost, 
avoids the contentious question usually incident to 
replacement cost, whether such a figure should show 
the cost of plant replaced in a wholesale or in a piece- 
meal manner. There are many other similar points 
favoring the reliability of a figure representative of 
original cost, derived as described above, which are of 
interest to the expert on valuations but need not be 
considered here. Every consideration tends to show 
that the actual cost of an existing plant is a more accept- 
able figure, as far as the accuracy of its determination 
is concerned, than a figure based upon the suppositi- 
tious replacement of a plant. All doubt as to the 
reliability of the books of the company is removed, 
as the inventory establishes the present useful plant 
and its age. The books of the company can be trusted 
to show what has been paid for labor and material 
and, even if this is doubted, market rates for labor and 
material for the years in question can be obtained 
from other sources. 
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It must be distinctly understood that the above 
arguments in favor of original cost are not intended 
to urge the use of that figure to the exclusion of the 
replacement cost. On the contrary, figures to show the 
replacement cost are demanded by the courts and 
must be prepared and presented to the rate making 
tribunal for its information. The point which it is 
wished to emphasize is that the original cost is likewise 
a figure of importance, which has been neglected in the 
past but is capable of determination with quite as great 
a degree of accuracy and possibly will be accepted with 
less controversy. 

Moreover, the absence of reliable figures showing 
original cost has tended to affect the full and original 
intent of replacement cost. At the outset the demand 
for figures to show replacement cost arose, unquestion- 
ably, from a desire on the part of the court to know that 
the actual value-new of the property of the under- 
taking was at the time of the appraisal. The courts 
wanted to know what it would cost to reconstruct it 
at that particular time. The courts have said re- 
peatedly that no one of the several figures, to be ascer- 
tained by the engineer as representative of possible 
value, would be accepted by it in all cases as the fair 
present value-new. It is probable that the replacement 
cost unmodified would be accepted but rarely as that 
value. The present tendency, where the replacement 
cost is the only figure presented to the tribunal, is to 
change the original significance of replacement cost 
by using unit costs derived from an average of prices 
prevailing for a number of years in the past; by reject- 
ing the cost of pavement, unless it can be proved 
that the pavement had been paid for by the company; 
by questioning whether the present value of land 
should be used as a portion of replacement cost; and 
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by eliminating entirely figures representative of the 
value inherent in a successfully operating enterprise. 
These and similar modifications of the significance of 
replacement cost clearly indicate an effort on the part 
of appraisers to obtain the original cost, — the money 
actually expended for the existing property by the 
undertaking, by means of more or less arbitrary 
modifications of replacement cost. With an original 
cost accurately obtained and a replacement cost show- 
ing what it would cost actually to create, at the present 
time, a new and similar property, the necessity of 
appraisers attempting to derive a compromise figure 
would disappear. The decision as to how replacement 
cost or original cost should be modified to establish 
a fair cost-new must be made by the rate making 
tribunal and not by the appraisers. Competent 
appraisers, representing possibly divergent interests, 
would derive the original cost as well as the replace- 
ment cost, following the principles above enunciated, 
and present figures which would agree substantially. 
Thus, many of the controversies usual in appraisals 
would be removed. 

The rate making tribunal thus would have two figures 
representative of value of the property new: the actual 
original cost and what the same property would cost 
if reconstructed to-day. From these two figures and 
from others relative to the undertaking, the rate making 
tribunal must assign a present value, fair to both the 
public and to the undertaking, upon which the return 
to the stockholders of the undertaking may be based. 
The question immediately arises as to whether the 
undertaking is entitled to earn a return upon the fair 
cost-new or upon the fair cost-new less the loss in value 
which may have arisen from the years that the perish- 
able property of the undertaking has been in service. 
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In the case of an actual appraisal it may be found 
that much of the present property of the undertaking 
has been purchased with money derived from the public 
and contributed by it for the express purpose of paying 
for the renewals of portions of the plant which may have 
become unserviceable. The investment of these 
funds, — reserves for depreciation, — in needed plant 
extensions is a wise plan for most successful and grow- 
ing public utilities, as thereby the undertaking is re- 
quired to pay a less amount as a return than would be 
required if new money had been obtained from the 
stockholders. Moreover, there would be little expense 
involved in obtaining new money at some later time 
when funds were required to pay for renewals. Clearly 
both the original cost and the replacement cost will 
include, in such cases, the cost of plant built not only 
with the money of the security holders, but with the 
depreciation reserve funds. If the reserves for depre- 
ciation had been properly made and all invested in 
plant, the depreciation would equal the depreciation 
reserves and, if the original cost-new was reduced by 
the loss in value due to depreciation, there would be 
eliminated from the original cost the cost of that portion 
of the plant which had been purchased with the money 
contributed by the public for the purpose of providing 
for renewals. If the reserves for depreciation had been 
inadequate but had been invested in plant, the present 
value of the property would be less than the original 
cost to the security holders, thereby penalizing the 
undertaking for improper management in not making 
proper reserves for depreciation. Thus it is seen that 
the present value derived from the original cost can 
only include the present value of plant purchased with 
the money of security holders and possibly with excess 
earnings. It cannot include reserves for depreciation. 
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Many argue at the present time, that the fair value 
upon which rates should be based is the money which 
has been contributed by the stockholders and expended 
by the undertaking in property now in use and useful. 
These advocates of the theory of ‘‘ rates based on cost ”’ 
would endeavor to have the original cost made the 
criterion of fair cost-new, provided they could be as- 
sured that in the original cost was not included the 
cost of plant which had been acquired with money 
obtained through abnormally high rates charged for 
service in the past. They feel that the undertaking 
should not be permitted to obtain returns based upon 
the replacement cost, particularly when a large portion 
of the property of the undertaking may consist of land 
the present value of which may exceed by a large 
amount its original cost. Thus in the case of many 
railroads, the land may have been purchased origi- 
nally at a very low figure or may have been donated 
to the undertaking for the purpose of encouraging the 
building of a railroad line in sparsely settled territory. 

The original cost excludes the unearned increment 
on land and, so far as this feature is concerned, satisfies 
those who object to private acquisition of the incre- 
ment. Derived as above described, and with depre- 
ciation subtracted, it does not exclude the value of 
property acquired through excessive earnings in the 
past. It shows the money which was expended in the 
acquisition of the present property but does not dis- 
tinguish between plant purchased with the stock- 
holders’ money and that acquired with the earnings 
produced by excessive rates. 

The only answer that must be given to those who 
contend that the original cost may be too high is that 
in a very large proportion of the cases of valuations 
in this country, the original cost will be found smaller 
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than the replacement cost. In other words, it would 
cost more to replace the property to-day than it cost 
to construct it originally. The excessive earnings of 
the past were invested in property useful to the public 
and not paid out as dividends to the stockholders. 
The present stockholders, in many cases, had bought 
their stock and invested their money in the property 
in good faith and with the knowledge that the under- 
taking had a property of a certain size and was in 
successful operation. It is not just to these investors 
that an undertaking with which they have entrusted 
their money, having property of greater value than 
the present value based on original cost, should have 
the value upon which rates can be based still further 
reduced because a portion of the property may have 
been purchased with money other than that contributed 
by the holders of securities. Common justice demands 
that, provided an undertaking is well managed and is 
giving good service but has capital assets in excess of 
the actual investment of the security holders in the 
enterprise, the present holders of securities should not 
be penalized. Capitalization on expected profits, 
high rates and large dividends, may have formed a 
financial policy in the past through no act of dishonesty 
on the part of the management, but simply through the 
application of those rules for the conduct of the business 
of private corporations which had been accepted com- 
monly as proper before the distinction had been made 
between the conduct of private enterprises and that 
of those vested with public interest. In the case of 
public utility enterprises such methods of financial 
operation belong to the past and will never be possible 
in the future under competent legislative supervision. 
Justice to the undertaking demands that the past 
should be wiped out and a new start be made on a basis 
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which is fair to those who have invested their money 
in the undertaking as well as to the public. In such 
cases as are now being considered, therefore, the original 
cost of the physical property less its loss in value due 
to depreciation should be accepted as a portion of the 
present value of the entire property based on original 
cost regardless of the sources of the money used in 
building the property. 

It must be admitted that there will be certain classes 
of utilities the original costs of which cannot be obtained 
with the ease which has been claimed in the foregoing 
pages. The principal exception will be steam rail- 
roads. The original costs of land used for roadway 
and for terminals can be obtained in but few instances. 
The same may be true of some portions of the property 
of the older gas and water companies. This would 
not be true of the property of most telephone or other 
electrical enterprises. The present accentuation of 
replacement cost may be due largely, if not entirely, 
to the fact that valuations of railroad properties were 
among the first made and that the precedents thus 
established have been followed in the valuations of 
other classes of utilities. 

It is most important for the interests of public 
utilities that the original cost should be recognized, 
ascertained, and presented as an indication of value, 
in order that the replacement cost may be given its 
full significance, and not be reduced by the more 
or less arbitrary exclusion of certain items of value 
which clearly are the property of the undertaking. 
A corporation is entitled to a return, upon the present 
value of its property, which is not so low as to be con- 
fiscatory. The present value of the property, not 
necessarily the fair present value upon which rates 
should be based, is what that property would cost if 
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reproduced at the present time less the loss in value 
which may have arisen from the time it has been in 
service. Clearly land is worth its full market price 
at the present time; likewise, construction in the streets 
is worth as much as it would cost a possible competitor 
to create a similar plant to-day. The same is true of 
similar items the value of which has increased with the 
development of the territory in which they are situated. 
The present value of the property of an undertaking 
is the-full replacement cost, less depreciation, of all 
property in use or useful to the public at the present 
time, and upon that value the courts may be relied 
upon to hold that a return can be earned of an amount 
which is not so small as to be confiscatory. 

Whether the replacement cost is the fair present 
value upon which a return is to be earned sufficient to 
requite the stockholders for their enterprise in develop- 
ing the business and for the risk incurred in its pro- 
motion, must be left to the rate making tribunal to 
decide after all facts and figures have been presented 
for their information. The advocates of the theory 
of rates based on cost cannot attack the replacement 
cost. They can attack the acceptance of the replace- 
ment cost less depreciation as the sole fair basis of rates, 
and that is all. The original cost less depreciation, 
ascertained as has been described above, is also a figure 
important for the application of the cost theory, and 
should be equally before the rate making tribunal for 
its consideration. No arbitrary ruling as to which 
figures: shall be given dominating importance can be 
laid down, as other facts and figures must be known 
to the tribunal. 


Hammonp V. Hayes. 


Boston, Mass. 








THE MARGINAL PRODUCTIVITY VERSUS THE 
IMPATIENCE THEORY OF INTEREST 


SUMMARY (by Sections) 


1. The marginal productivity theory, 630.— Complete analysis re- 
quired, 632.—The impatience theory, 633.— Position here taken, 634.— 
2. Marginal productivity of waiting keeps interest rate up by acting 
on demand for present goods, 635. — Action is direct and not merely 
through effect on impatience, 636.— Comparison emphasized is not 
between present and future goods, but between greater and less amount 
of future, 637. — Fisher’s criticism of Béhm-Bawerk criticized, 638. — 
3. Marginal productivity of waiting keeps interest rate up by acting 
on the supply of present goods, 640.— Increased marginal productivity 
of waiting means higher interest, 642.— Basis of capital valuation, 
644. — Distinction between land and made capital, 644. — Rate of 
interest and rate of impatience in part joint effects of rate of pro- 
ductivity of waiting, 645.—4. Marginal productivity of waiting 
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SEcTION 1 


THE marginal productivity theory of interest is 
based in part on the idea of greater productiveness of 
the roundabout method of production. Capitalistic 
production is but another name for roundabout or 
indirect production. Instead of making shoes directly 
we first make machinery and then use this machinery 
to make the shoes. This means an interval, a period 
of waiting, between the first application of labor and 
its desired result. It is production by the intermediate 
use of captial; therefore indirect or roundabout pro- 
duction. It yields generally a larger result, since those 
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indirect processes of production which do not yield a 
larger result are not intentionally adopted. In large 
part our methods of increasing the total product of 
industry, involve a further use of machinery and there- 
fore an extension of the indirect method. 

But the superior efficiency of indirect production is 
greater or less according to how far it is carried.1. In 
any given stage of the arts, that machinery would first 
be produced which would most largely add to the 
efficiency of labor. Later would be constructed 
machinery which could increase the efficiency of labor 
to a less degree. Such an increase of machinery, as 
well, of course, as various other additions to capital 
equipment, would mean that labor applied directly 
must become more efficient and profitable, since it 
has thus secured a better equipment of tools, machinery, 
roads, buildings, and other capital to use. The con- 
clusion is that the greater the extent to which the in- 
direct method is applied, z.¢., the more largely we 
produce desired consumption goods by first producing 
capital, the less advantage do we get from a still 
further extension of indirect production. We may, per- 
haps, even conceive the possibility of extending indirect 
production to such a point that returns are actually less 
than they would else be; time is spent in constructing 
relatively unnecessary capital equipment when it might 
better be spent in directly producing, with the aid of 
the already existing equipment, a larger supply of 
finished or consumption goods. In practice, however, 
there appears to be an indefinite field for the extension 
of indirect production with continuing advantage 

1 The marginal productivity theory as stated in the first part of this article, is 
believed to be, in essentials, the theory presented by such writers as J. B. Clark, T. N. 


Carver, H. R. Seager, F. W. Taussig, G. Cassel, and others. 
Béhm-Bawerk’s theory of the technical superiority of present goods is also, of course, 


a productivity theory. 








632 QUARTERLY JOURNAL OF ECONOMICS 


from such extension.! One has but to think how many 
public and private improvements would be worth 
while and how much time might profitably be spent 
in invention, if a yield of one-fourth per cent a year 
were sufficient return, to realize that indirect produc- 
tion could be much further extended, could we afford 
to wait, with larger ultimate income as a reward. 

At the line or margin where indirect production is 
stopped, its result, still superior to that of direct pro- 
duction, may be said to be the marginal product of 
capital or of the roundabout productive process; 
or, since indirect production differs from direct in that 
it requires waiting, we may term the surplus so yielded 
over what the same labor would yield if directly applied, ~ 
the marginal product of waiting. Thus, if a given . 
amount of labor can yield an immediate product of 
100 or can, by being stored in capital, yield a product 
one year later of 110, then the surplus product, 10, may 
be spoken of as the marginal product of ‘‘ waiting.” 
If we measure waiting by amount of gratification 
postponed and duration of postponement,’ we may say 
that the marginal product of waiting is, in this case, 
10 per cent. 

But it is not clear without further analysis that 
interest on invested capital will be 10 per cent, that for 
a present investment of 100, a capitalist can get a 
return, at the end of a year, of 110. To assert this is 
to assume that the labor hired to begin the indirect 
production will receive only 100, 7. e., the amount 
which this labor could produce by the direct method, 
altho the ultimate product by the indirect method, at 
the end of the year, is greater than this by 10. But 
why assume that wages are equivalent only to what 


1 Cf. G. Cassel, The Nature and Necessity of Interest, London (Macmillan), 1903, 
pp. 108, 109. 
2 Suggested by G. Cassel, The Nature and Necessity of Interest, p. 42. 
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labor can produce by the direct method ? Why may 
not competition for labor services which will yield 110 
at the end of a year, make the wages received, 105 
at the beginning of the year even if the direct product 
is only 100, and make interest, therefore, less than 10 
per cent ? Wages and the capital produced by labor 
are said to be worth the discounted value of the future 
expected satisfactions. Why must the rate of discount, 
and its converse, the rate of interest, be determined 
to any extent by the marginal productivity of waiting ? 

It is not intended to assert that the explanations 
currently given are incorrect. The writer is convinced 
that the marginal productivity theorists are right in 
their contention, and that the superior efficiency of 
indirect production has a most important influence on 
the rate of interest. But it is believed that the relation 
between the two has been, by most writers, incom- 
pletely analyzed, and that the spread of an “ impa- 
tience’”’ theory which refuses to admit productivity 
as an independent direct cause of interest, has thus 
been made possible. This impatience or time pref- 
erence theory of interest, as presented by Professor 
Fisher in his Rate of Interest, is at fault, in the opinion 
of the present writer, because it makes all determining 
influences, including productivity, act upon interest 
only by first acting upon impatience. It should be 
said that Professor Fisher does not ignore productivity 
as an influence upon interest, any more than modern 
productivity theorists ignore impatience. In fact, his 
book, The Rate of Interest, devotes not a few pages to a 
discussion of the influences exerted by the conditions 
of production upon interest, and vice versa. But 
altho the objective or productivity element is admitted, 
it is not admitted as a direct acting cause. Hence 
the theory may very properly be called the “ impa- 
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tience ” theory, 7. e., a theory which, as stated above, 
makes impatience the only influence acting directly 
on interest, and makes all other causes operate only 
through impatience. Thus, in critizing Béhm-Bawerk, 
he states that! “to abstract both the underestimate 
of the future and underprovision for the present is to 
abstract the whole basis for interest and not a part 
merely.” And again, in continuing his criticism of the 
same author, he maintains that * “the only way in 
which the existence of long processes of production 
acts on interest is by over-endowing the future and 
under-endowing the present, thus creating a ‘ scarcity 
value ’ of present goods.’’ This emphasis by Professor 
Fisher on impatience, as the universal immediate cause, 
together with the large omissions on the subject of 
interest, in his Elementary Principles, perhaps explains 
why his theory has apparently been somewhat mis- 
understood by so able a thinker and writer as Professor 
Seager, who has even gone so far as to assert that 
Professor Fisher entirely excludes productivity as a 
determining factor. The position taken by the present 
writer is, that productivity and impatience are coérdi- 
nate determinants, 7. e., that productivity is as direct a 
determinant of interest as is impatience, and that 
productivity may be, in a modern community, the 
more important determinant. 


SEcTION 2 


We have seen that roundabout production yields a 
surplus over direct production. By so doing it affects 
simultaneously the rate of interest and individual 
rates of impatience. We shall see, as we proceed, that 

1 The Rate of Interest, New York (Macmillan), 1907, p. 65. 

2 Ibid., p. 72. See also pp. 186, 187 and 195, 196. 


3 See Professor Seager’s article, “The Impatience Theory of Interest,” in the 
American Economic Review, December, 1912, p. 834. 
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it does not affect the former primarily by first deter- 
mining the latter. To show how greatly the pro- 
ductivity of waiting can influence interest, let us assume 
that indirect production could be indefinitely extended 
without reducing the reward of marginal waiting below 
10 per cent. Then the rate of interest could not be less 
than 10 per cent, nor could individual rates of impa- 
tience be less, and the marginal productivity of waiting 
might be said, in so far, to determine both. It deter- 
mines interest by affecting both the demand and the 
supply sides of the market. It determines impatience 
by causing the adoption, to a considerable degree, 
of roundabout production, and therefore making present 
income relatively scarce and future income relatively 
abundant. Thus impatience is increased.! 

Putting the matter in terms of demand for and supply 
of present goods, we may say that if the indirect method 
would yield continuously, and even tho indefinitely 
extended, a 10 per cent surplus, then a rate of exchange 
of less than 110 of next year’s goods for 100 of this 
year’s would mean a demand for present goods in excess 
of the supply. On the demand side, if the marginal 
product of waiting is equal to 10, the possibility of 
getting 100 of present goods for 105 of next year’s 
goods, would mean a greater demand for the present 
goods than if the marginal product of waiting were but 
5. For all those classes of persons, e. g., spendthrifts 
and necessitous persons such as laborers, who, in effect, 
habitually buy present goods with future, would have, 
with the higher assumed productivity of the round- 
about method at which they are engaged or to which 
they can turn, more future goods to offer for present. 
At a rate of exchange of 105 future for 100 present, they 
would, in producing 110 future and buying 100 present, 


1 See Béhm-Bawerk, Positive Theorie des Kapitales, Dritte Auflage, Innsbruck, 1912, 
p. 468. Cf. Fisher, The Rate of Interest, New York (Macmillan), 1907, pp. 186, 187. 
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have 5 of future, 7. e., next year’s goods, left over with 
which to demand more present goods; whereas if round- 
about production were only 5 per cent superior, this 
surplus demand for present goods could not exist. 
Thus, with a marginal productivity of waiting equal 
always to 10 per cent, necessitous wage earners, if they 
received 100 of present goods for every 105 of next 
year’s goods produced by their work, might be said 
to demand more present goods than if the marginal 
productivity of waiting were only 5 per cent. For in 
the former case they still have a future product of 5, 
after getting 100 in present goods, for which surplus 
5 they demand a further quantity of this year’s goods. 
We may therefore assert that the higher is the marginal 
product of waiting and the more slowly this marginal 
product declines with increased quantity of waiting, 
the greater will be the demand, at any given price or 
value in future goods, for present goods. This is a 
use of the term “ demand ” analogous to its use in the 
theory of price and value. Unfortunately, economists 
are apt, in such discussions as the present, to use the 
terms “ supply ” and “‘ demand ”’ loosely and without 
careful analysis. 

It should be observed that this greater demand for 
present goods, at a rate of 105 of next year’s goods for 
100 now, due to the 10 per cent superiority of indirect 
production, is not, necessarily, brought about through 
any effect on impatience. The greater demand for 
present goods at any rate of interest less than 10 per 
cent may be due directly to this superior productiveness 
of the capitalistic method, or, if we use Bbhm-Bawerk’s 
phrase, to the technical superiority of present goods. 
Let us suppose, for illustration, a man who must have 
100 this year in order to maintain life. He does not 
possess it and if he cannot borrow it, will have to pro- 
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duce it. But if he can borrow it, he will then be in a 
position to turn his attention towards roundabout 
production, which, otherwise, he could not possibly 
do; and he will therefore be able to produce 110 a 
year later with the same labor required to produce 100 
this year. Will he not, if interest is 5 per cent (or 
anything less than 10) be very glad to get 100 of present 
goods and so be able to produce 110 a year later? 
Yet this will not of necessity be due to his impatience. 
He may be a man who, were any other way possible 
of getting the 110 next year, would refuse to borrow 
100 even at only one per cent interest. He may have 
so little impatience that even an income stream rising 
at such a rate as 10 per cent, would not induce him 
to seek present goods for future. He may have a zero 
rate of impatience, if not a negative one. If he bor- 
rows 100 for this year’s use, in order that he may work 
hard at roundabout production when otherwise he 
would do an equal amount of work in securing 100 in 
this year’s goods, it certainly cannot be said that he 
borrows in order to provide for present needs out of 
future abundance, for his present needs are no better 
provided fer than if he did not borrow. He works 
just as hard and has this year no greater income. The 
fact is that such a man does not borrow because he is 
impatient and wants more present income at the expense 
of his future. In borrowing, he really is not comparing 
this year’s 100 with next year’s repayment of 105, for 
he could get this year’s 100 for the work he is in any 
case doing. He is comparing the 110 which round- 
about production will yield him next year, with the 
105 of next year’s goods (or anything-less than 110) 
which he must pay for the 110. He is comparing two 
futures, rather than a present and a future! He is going 


1 Cf. Bbhm-Bawerk, Positive Theorie des Kapitales, Dritte Auflage, 1912, Exkurse, 
pp. 406-409. 
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to have 100 this year whether he borrows or not. He 
is going to do a given amount of productive work this 
year whether he borrows or not. If he borrows he 
simply makes the difference between 110 and what he 
has to pay next year for the loan. In what possible 
sense can it be said that he borrows only because he is 
impatient ? 

Here we see the fundamental error in Fisher’s criti- 
cism of Béhm-Bawerk. Professor Béhm-Bawerk 
in his Positive Theory of Capital ' has a series of tables 
illustrating the technical superiority of present goods, 
the point being that early goods are to be preferred 
to later because they make possible more roundabout 
production, e. g., to use the figures of this article, that 
100 this year is preferable to 100 next year, because 
100 this year makes possible 110 next year, through 
the adoption of roundabout processes. Fisher’s 
argument is, in effect,? that 100 now would be no 
better than 100 next year, if man were not impatient, 
because 100 next year would make possible 110 year 
after next; that as much would be enjoyed eventually, 
and so if one did not mind waiting, either option would 
be as good as the other. Professor Fisher’s statement * 
is that “ the only reason anyone can prefer the product 
of a month’s labor invested today to the product of a 
month’s labor invested next year is that today’s invest- 
ment will mature earlier than next year’s investment.” 
In view of what has been said in the foregoing pages, 
it seems to the present writer, that this criticism really 
fain, to meet the essential point of the argument. 
So long as 100 this year makes possible 110 next year, 
many persons will be very anxious to get the 100 pro- 


1 The Positive Theory of Capital, English Translation, London (Macmillan), 1891 
pp. 262-269; Dritte Auflage, 456-466. 
2 Rate of Interest, pp. 58-71. 


* Ibid., pp. 70, 71. 
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vided they do not have to pay back quite all of the 110. 
Their total income will be larger and not merely earlier 
because of such a choice. A proper comparison of the 
two options begins with the present in both cases, not, 
as Professor Fisher would have us believe, a year later 
in one case than in the other. In either case, income 
and work would begin with this year. In the one 
case the loan of 100 would make possible beginning the 
more productive indirect method at once. In the other 
case the first year would have to be spent in the use 
of the less productive direct method. ll question 
of impatience aside, the first choice would be preferable 
to the second since it would yield during any given 
period, a greater total result.’ 

Professor Fisher, in attempting to show that all 
loans are really made to provide present income for 
those who desire the loans, even if they are so-called 
productive loans, assumes the case of a business man 
who borrows to make an investment and who has the 
three options of not investing, and of making the 
investment by sacrificing part of his early income for 
the sake of later or by borrowing so as not to have to 
sacrifice early income.? But in our example above 
described, the borrower has but the first and third of 
these options. If he cannot borrow, he cannot invest, 
that is, he cannot choose roundabout production. 
It cannot be said, therefore, that he borrows to supply 
present needs, and it cannot be said that borrowing, 
in general, is necessarily a means of providing the 
present at the expense of the future, but that there 
really are, contrary to the viewpoint of Fisher,’ pro- 
ductive loans in the sense in which economists have 


1 See Bbhm-Bawerk, The Positive Theory of Capital, English Translation, p. 271; 
Dritte Aufiage, p. 469. See also Exkurse XII, in answer to Fisher’s criticisms. 

2 Rate of Interest, pp. 246-251. 

3 Ibid., p. 251. 
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used that expression. Impatience is only one cause, 
and perhaps a minor cause, of this demand for present 


In concluding, now, our analysis of the demand side 
of the market in so far as it shows a tendency of pro- 
ductivity of waiting to keep interest up, may we not 
state a quantitative result ? Assum‘ng that the mar- 
ginal productivity of waiting, howe: er far extended, 
is 10 per cent, and that the supply of present or early 
goods is not unlimited, may we not assert that at a 
rate of interest appreciably less than 10 per cent, the de- 
mand for present goods or relatively early goods, must 
exceed the supply? For even those who are not by 
nature so impatient as to purchase present goods for 
future at that rate will nevertheless purchase present 
or comparatively early goods, that they may extend 
the amount or the time of indirect production and 
reap a gain in so doing. 


Section 3 


On the other hand, a high marginal productivity of 
capital or of waiting tends to decrease the supply of 
present goods, at any given price in terms of future 
goods. Thus, with the marginal productivity of in- 
direct production 110, however far extended, as against 
100 for direct, nobody would supply present goods at 
all if offered a price of only 105 in next year’s goods 
for 100 present. If roundabout production yielded 
less, say 4 or 5 per cent, such an offer might bring out 
a supply of present goods. But with roundabout 
production yielding a 10 per cent yearly surplus, it 
would not be worth while for any one to produce 
present goods at all in order to make such an exchange. 
Rather than produce present goods to the amount of 100 
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and exchange or sell them for 105 of next year’s goods, 
any producer would prefer to get, by the indirect method, 
110 of next year’s goods. We may put the matter ina 
somewhat different way if we first call attention to 
the fact that wages are paid, in the first instance, 
neither in present consumption goods nor yet in future 
goods (durable capital) but in general purchasing 
power. The amount that an employer has to pay in 
wages will, presumably, be the same whether he 
employs his men in direct or indirect production, in 
producing present or future goods. But if employing 
them in indirect production will yield 110, no employer 
is going to pay the same wages for present goods of 
100, and then supply these goods for the equivalent 
of 105 in the goods of a year later. An employer will 
either receive for his 100 a purchasing power over 110 
of next year’s goods, or he will have next year’s goods 
produced instead of present goods. It appears, there- 
fore, that if indirect production can be indefinitely 
extended with a surplus return of 10 per cent, any 
appreciably less rate of interest than 10 per cent, would 
certainly mean a supply of present goods less than the 
demand. Therefore a rate of appreciably less than 10 
per cent could not continue. 

It is worth while calling attention again at this point 
to the fact that we are dealing here, as B6hm-Bawerk 
has claimed, with an independent cause of interest 
other than impatience. It is not, in our example, 
because those on the supply side of the market are 
impatient, that they will not dispose of 100 present 
goods for less than 110 of next year’s goods. It is 
rather because nature or invention or, more properly, 
both, gives them the option of getting the 110 next 
year, through their own present efforts, if they will, 
instead of by lending or selling present goods for future. 
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Is a man impatient because he will not accept 105 of 
next year’s goods when he may, by the same present 
effort, get 110? The choice is between a smaller 
future income and a larger, not between a present and 
a future income. How, therefore, can impatience be 
said to be involved as the cause? Impatience or time 
preference is a state of mind relating to present com- 
pared with future goods; not related to future compared 
with other future goods. 

The above argument shows, it is believed, that 
productivity of capital has both a direct and a pro- 
portionate effect upon the rate of interest, if by pro- 
ductivity we here mean surplus productivity over 
direct production. To double the surplus productivity 
of any one instrument of capital would not, of course, 
appreciably affect the rate of interest, because it would 
mean but a slight change in the market conditions of 
supply and demand. The increased supply of products 
or uses would, if the capital were itself produced by 
labor, lower their price in relation to other goods, and 
no other effect would be noticed. But permanently 
to double the surplus productivity of capital in general, 
in other words to double the marginal product of wait- 
ing and to keep this marginal product, however great 
the increase of waiting, double what it has been, would, 
and must, not less than double the rate of interest. 
For if the surplus marginal productivity of capital 
were changed from 10 to 20 per cent, no one would any 
longer, however low his impatience, consent to lend 
or invest present goods for 10 per cent. Rather would 
he adopt indirect production and realize 20. His 
refusal to accept 10 would not be due, necessarily, 
to his impatience but directly to the fact that he has 
now a better option than before. The assertion that ! 


1 Fisher, The Rate of Interest, p. 15. 
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“to raise the rate of interest by raising the produc- 
tivity of capital is, therefore, like trying to raise one’s 
self by one’s own boot-straps,” hardly gives a true 
account of the situation even tho only a direct and not 
an indirect effect is denied. Neither is it convincing 
to state that! “an increase of the productivity of 
capital would probably result in a decrease instead of 
an increase, of the rate of interest,’’ and that “to 
double the productivity of capital might more than 
double the value of the capital,’’ unless by productivity 
is meant productivity in general and not merely the 
surplus productivity of indirect production. As a 
matter of fact to double the surplus * marginal product 
from 10 to 20 and keep it so, would very decidedly not 
double the value of capital. For no one, however 
low his impatience, would be willing to give more than 
100 in present goods for 120 of next year’s goods when 
the labor necessary to produce the present 100 would be 
sufficient to produce the deferred 120. It is true that 
such an increase of productivity as we have assumed 
might, when it had greatly increased wealth, tend to 
reduce impatience and therefore, eventually, to make 
possible an extension of indirect production to where 
the marginal product of waiting was a smaller amount 
than before. But unless and until it did this, the 
greater productivity could not possibly result in a 
decrease of the rate of interest. And it is certainly 
not true that a theory which asserts productivity 
to be an independent, direct cause and determinant 
of interest must assume a rate of interest in its pre- 
mises and so involves a begging of the question. It 
starts with a rate of interest only in the sense that 

1 Fisher, The Rate of Interest, p. 16. 

2 If the surplus marginal product is 10, the total marginal product of capital is 110. 


To double this would make it 220, increasing the surplus marginal product, or the 
marginal product of waiting, to 120. 
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_it starts with a rate of productivity which in large part 

determines the rate of interest. Even the productivity 
theorist who asserts, flatly, that interest will be 20 
per cent if a capital of 100 produces on the average, 
at the end of a year, an income of 120, tho his analysis 
may be incomplete, is not, perhaps, fundamentally 
in error. For it is not necessarily true that a person 
values his capital at 100 only because, having an im- 
patience of 20 per cent, he discounts the expected income 
at a 20 per cent rate. On the contrary, he values 
his capital at 100 because the amount of labor necessary 
to produce it, 7. e., necessary to get a final result a year 
later, of 120, is just equal to the amount of labor neces- 
sary to get 100 right away. He does not value the 
capital at more than that, 7. e., will not give more than 
that for it, because he has the option of always being 
able to get it at that price or value in terms of labor. 
The sum 100 may properly be called its cost of pro- 
duction. In this sense it is fair to say that interest is 
20 per cent if and because a capital of 100 will pro- 
duce income, at the end of a year, of 120, or will 
produce 20 a year. We may say that a person’s 
valuation of capital, along with the valuations of other 
persons in like situation, is less the direct result of a 
previously existing market rate of interest, than it is, 
by affecting his and their attitude towards the market, 
a determinant of the rate of interest. 

We are prepared, now, to see also the importance of a 
distinction which Professor Seager has recently em- 
phasized,' between land and made capital, between 
original natural resources and “‘ the produced means to 
further production.” Land is already present. For 
the most part there is no balancing of choice as to 


1 The Impatience Theory of Interest, American Economic Review, December, 1912, 
p. 846. 
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whether or not we shall produce it. Its value depends 
upon its expected future benefits and the rate of 
interest or impatience at which they are discounted. 
But there is the option, during any period, of produc- 
ing more or less of other capital, turning towards or 
away from roundabout production. The value of this 
other capital is just as much dependent upon its cost 
of production, in the sense above explained, as upon 
any independently existing rate or rates of impatience. 
The possibility of getting a larger product of labor, a 
surplus over the reward of direct production, by apply- 
ing that labor indirectly, with, as an intermediate step, 
the use of “ produced means to further production,” 
will tend to prevent enterprisers and others from 
accepting any less surplus as interest on loans or on 
purchase of goods already produced. This possibility 
will therefore, in so far, tend to fix the rate of interest 
and of discount. Does not the view here presented 
explain the high rates of interest often realized in new 
countries, quite as well as the impatience theory ?! 
Where natural resources are abundant and accumula- 
tions small, the marginal productivity of capital or of 
waiting is high, and interest is also high. 

Does impatience then enter nowhere into the chain 
of cause and effect? It does enter, but, in the con- 
nection to be now emphasized, as effect rather than 
cause. The marginal productivity of waiting, if 10 
per cent regardless of extension, will directly influence 
supply of and demand for present goods in such a way 
that, at any lower interest rate than 10 per cent, supply 
will fall short of demand. It is also true that a mar- 
ginal productivity of waiting, of 10 per cent, will cause 
rates of impatience to be correspondingly high. The 


1 See Illustrations in Fisher, The Rate of Interest, pp. 304-311 given as inductive 
verification of the impatience theory. 
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supply of and demand for present goods, and hence 
the rate of interest, is one chain of effects following 
from the marginal productivity of waiting. The 
comparative deprivation of the present and endowment 
of the future and the consequent high rate of impatience, 
constitute another chain of effects. We are here 
dealing with common effects of a joint cause, not with a 
single chain of causation. 


SEecTION 4 


On the other hand, still assuming a marginal product 
of waiting equal to 10 per cent, and assuming now that 
it does not become greater than that even with indefinite 
decrease of roundabout production; then at a higher 
rate of interest than 10 per cent, we should expect to 
find demand for present goods less than supply. If 
the rate of interest were 15 per cent, that is if the price 
of present goods in terms of future were 115, compara- 
tively few persons would be willing to buy present 
goods. Why offer 115 of next year’s goods for 100 of 
this year’s when 100 of this year’s can be produced 
by the direct method in the same time that it takes 
to produce only 110 of next year’s. There might be 
persons of spendthrift habits and no trustworthiness 
who would be willing to promise almost any price in 
future goods in order to get 100 in present goods. But 
such persons could not be relied on to pay the price 
and, therefore, are not really in the market. They have 
a desire rather than a demand. There might be a real 
demand for present goods at a 15 per cent rate from 
persons of spendthrift proclivities who, by past accumu- 
lations or by inheritance of capital, possessed the means 
to pay. But such persons would soon eliminate them- 
selves as factors in the problem, and even while they 
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were in the market, conditions of supply would keep 
interest down to about 10 per cent. The great mass of 
consumers would not be in a position to give, as a rule, 
more than 10 percent. Most of them are wage earners 
and in many cases they have little security to offer. 
They buy present goods, in effect, with the future 
goods their labor produces. That is their chief and 
in many cases their only means of purchase. If the 
same labor, which produces 110 of next year’s goods by 
the indirect method, would produce directly 100 of this 
year’s, they would not bid for the 100, an amount 
equal to 115 of the goods available a year later. Rather 
than do this, they would seek employment producing 
directly this year’s goods and so avoid the 15 per cent 
interest. 

Looking at the matter from the supply side, we may 
say that a rate of interest of 15 per cent when the mar- 
ginal product of waiting is 10 per cent, would almost 
certainly result in a supply of present goods in excess 
of the demand. For no one would produce 110 of 
next year’s goods, however little impatient he might 
be, so long as he could produce with the same labor, 
100 of present goods and sell them for 115 of next year’s. 
No one would hire labor to produce 110 of next year’s 
goods when for the same wages he could hire them to 
produce 100 of this year’s and could sell this 100 for 
115 of next year’s. In short, at a rate of interest of 
15 per cent, the supply of present goods would exceed 
the demand, by the turning of quantities of labor from 
indirect to direct production, until the large amount 
of early income and the scarcity of future income, 
lowered interest and impatience to 10 per cent. The 
influence of supply would keep interest as low as 
10 per cent for all those able to give security and there- 
fore really in the market, unless mankind were so little 
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thrifty that no amount of turning production to the 
direct method, no possible stocking of the present 
and deprivation of the future, could keep their impa- 
tience down to 10 per cent, the assumed productivity 
of waiting. In such a world or such a community, 
there soon would be no indirect or capitalistic produc- 
tion, but.a mere living from hand to mouth; and there 
could be no loans except the so-called unproductive 
loans. 

We may conclude, therefore, that by acting on the 
supply of present goods and the demand for them, 
the superiority of roundabout production tends to 
keep interest down to as well as up to the marginal 
productivity of waiting. Interest to those really in 
the market (because able to give security), cannot go 
above this per cent so long as a community is thrifty 
enough to use any degree of indirect production, and 
is therefore able to increase present goods and decrease 
future by turning more largely toward direct production. 
And it cannot go below this, so long as a community 
has still not reached an impassible limit of indirect 
production but is yet able to turn more labor toward 
indirect production or to make the method of produc- 
tion still more roundabout, — to increase either the 
amount or the time, of waiting. 

Assuming, therefore, a constant marginal produc- 
tivity of waiting, equal to 10 per cent, and a rate of 
impatience affected by the shape of the income stream, 
this rate of impatience, as well as the rate of interest, 
will adjust itself to the rate of productivity of waiting. 
On the other hand, were we to assume a constant 
natural rate of impatience regardless of changes in the 
income stream, and at the same time a productivity 
of waiting decreasing with the extension of indirect 
production, then the marginal productivity and the rate 
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of interest would adjust themselves to the impatience. 
In practice, doubtless adjustment takes place both in 
marginal productivity of waiting and in impatience, 
but the influence of productivity has, it is believed, an 
importance which we are not likely to over-emphasize. 


Section 5 


In a modern community production is capitalistic 
to a great degree. It would be possible to make it 
capitalistic to an indefinitely greater degree with 
continuing: gain in productiveness. We are little 
interested in the theory of how interest might be fixed 
in a community where the general rate of impatience 
is too high to permit any accumulation at all, or in a 
world where further extension of indirect production 
is impossible. In our existing civilization, the fact 
that capitalistic production could be much further 
extended, with, for a long time at least, a surplus gain, 
is of tremendousimportance. It means that no amount 
of accumulation can be expected to reduce the rate of 
interest to zero.1 It means that the marginal product 
of waiting is one of the most important factors in fixing 
the rate of interest, worthy of the emphasis which the 
marginal productivity theorists have given to it, and 
that any theory which does not give large emphasis 
to this determining influence acting simultaneously 
on impatience and interest is either inadequate or mis- 
leading or both. It means that if the productivity 
of waiting were a given per cent regardless of an indefi- 
nite subtraction from or addition to the supply of 
waiting, then that productivity would, in a modern 
civilized community, fix both interest and impatience 
at its own exact per cent. It means, in short, that im- 


1 Cassel, The Nature and Necessity of Interest, pp. 156, 157. 
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patience is not the fundamental cause of modern interest 
nor even a cause through which all other causes must 
operate, but that it is one of two codrdinate causes 
and is also to some extent a joint consequence, with 
interest, of the other cause, the superiority of indirect 
production. 

It may be worth while again to emphasize, in con- 
clusion, the importance of a correct use in this connec- 
tion of the terms “‘ supply ” and ‘‘ demand.” Marginal 
productivity is not to be looked upon as having to 
do chiefly with demand nor is impatience to be regarded 
merely as putting a limitation on supply. Neither is it 
correct to regard productivity merely as an explanation 
of why interest can be paid and impatience as a reason 
why it must be. As we have seen, the marginal pro- 
ductivity of waiting determines the supply of present 
goods, in the proper sense of ‘“‘supply,” quite as much as it 
determines the demand; and impatience, so far as it 
operates as an independent cause, affects the demand 
of those who desire present goods as well as the supply 
offered by those willing to take future goods. 


Harry G. Brown. 


Yate UNIVERSITY. 


1 This seems to be the mode of treatment adopted in Ely, Outlines of Economics, 
New York (Macmillan), 1908, pp. 418, 419. 
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THE SECOND VOLUME OF PIERSON’S 
PRINCIPLES OF ECONOMICS! 


Tue death of the author since the translation was begun 
gives special significance to the publication of the second 
volume of the English version of Dr. N. G. Pierson’s Leer- 
boek der Staathuishoudkunde, just ten years after the first. 
Tho not exactly a posthumous work, since the Dutch original 
appeared in 1902, when the author was still at the height of 
his powers, it has yet the finality of a last utterance. In it 
are presented the matured views of one of Holland’s best 
known economists and financiers on such important questions 
as socialism, population, protectionism, land nationalization 
and taxation. But the book is much more than the record 
of the opinions of a thoughtful and well-informed Dutchman. 
Pierson possessed a rare combination of wide knowledge and 
experience, philosophic insight, and common sense, which 
renders his handling of familiar economic problems peren- 
nially interesting and important. 

According to the general plan of the work, this second vol- 
ume treats of Production and the Revenues of the State, 
volume one having discussed at length Value in Exchange 
and Money. Considering that in handling monetary ques- 
tions the author had the advantage of his experience first 
as director and later as president of the Bank of the Nether- 
lands, the second volume compares very well with the first. 
In it, as in the first volume, the method employed is to take 
up concrete problems in turn and make them the vehicle for 

1 Principles of Economics, Volume II. Translated from the Dutch by A. A. 


Wotzel. Pp. xxx, 604. London, Macmillan & Co., 1912. 
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introducing the reader to the leading principles of economics. 
For Pierson is by no means an eclectic. Altho he accepts 
the marginal utility explanation of value, the discount ex- 
planation of interest and other recent innovations in economic 
theory, he yet clings tenaciously to the leading tenets of the 
classical system and shows great skill in building these new 
elements into the old structure. His work is thus com- 
parable with that of the more conservative English and 
American economists, but second to none in its use of shrewd 
observation and apt illustration to transform abstract 
economic principles into the semblance of living truths. 

His justification for his treatment of Production at the 
end of his treatise (for as he himself states the section deal- 
ing with the Revenues of the State is more like an appendix 
or supplement than an organic part of the book) is suggestive. 
He insists that Production can be dealt with only after the 
laws of value and distribution have been mastered, and since 
he thinks that “ there is no such thing as a theory of con- 
sumption, in the sense of a branch of the science of econom- 
ics,” it follows that the problems of Production must be 
taken up last. In practice his treatment is not so different 
from that of writers who take up Production first, since 
much of the descriptive matter which they bring in under 
this head, Pierson is constrained to present in connection 
with his discussion of Value in Exchange. On the other hand, 
such problems as individualism v. socialism, population, pro- 
tectionism and land tenure, which he treats as problems of 
Production, are usually treated by other writers independently 
of any of the main parts into which the subject is conven- 
tionally divided. The conclusion seems warranted that 
convenience was after all more important than logic in 
determining Pierson’s arrangement of his material and that 
his plan is justified by its results. 

The main purpose of his first two chapters on Production 
is to emphasize the vital connection between efficient pro- 
duction and general welfare and to combat both the over- 
drawn criticisms and the exaggerated claims of socialists, 
whose light-hearted disregard of the réle which self-interest 
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has played and still plays in economic progress seems to 
him typical of a general failure on their part to appraise 
economic values correctly. Altho his opposition to social- 
ism is uncompromising, he yet presents their case with fair- 
ness and argues the issues which they raise with less heat 
than economists are apt to display when dealing with the 
same topic. 

More interesting and suggestive is the third chapter, treat- 
ing of Population and Production. In it is presented as 
able a restatement of the Malthusian theory of population 
and the grounds on which it rests as is to be found in con- 
temporary economic literature. P. Leroy-Beaulieu’s con- 
tention that with the increase of wealth and civilization the 
growth of population slackens automatically is examined 
and found to be without adequate statistical support. His 
own view is that over-population is still a menace and that 
no convincing reasons have yet been advanced for condemn- 
ing the program of artificial restriction of the birth-rate 
which has been advocated by Neo-malthusians. His frank 
discussion of the population question in the light of the 
latest scientific and medical knowledge is in refreshing con- 
trast to the reserved, not to say prudish, consideration which 
it still receives in so many economic treatises. 

At no point does Pierson show his loyalty to the classical 
system more strikingly than in his advocacy of free trade, 
in the chapter on Production and Protectionism. He dis- 
plays full acquaintance with the most recent literature in 
defence of protection, but regards the reasons urged in sup- 
port of this policy as quite inadequate. As a means to 
explaining the theoretical grounds in favor of free trade, he 
makes ingenious use of the concept of “labor price.” This 
enables him to show the inevitable losses due to high import 
duties, export bounties and other protective devices. He is 
not even willing to concede any merit to ‘“ protection of the 
national flag,” or restrictive measures on foreign shipping 
designed to promote a country’s own carrying trade, which 
he believes also serve only to divert labor and capital from 
other industries in which they can be more profitably em- 
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ployed. Notwithstanding his strong conviction in favor of 
free trade, Pierson here as elsewhere argues the case with 
admirable fairness. The impression created is thus less 
that of a dogmatic theorist than of a broad-minded states- 
man urging tariff reform proposals upon a doubting legis- 
lature. 

Quite as pertinent to current issues in the United States 
is his discussion of systems of land tenure, in the fifth and 
last of the chapters on Production. He prefaces his con- 
sideration of proposals like the Single Tax, by reviewing care- 
fully the history of systems of land tenure in the leading 
European countries. This historical survey serves, among 
other things, to bring out the extent to which investments 
in improving land in the older countries have become merged 
with the land itself and the impossibility of now distinguish- 
ing the two for purposes of taxation. His general conclusion 
is that the nationalization of land would cause more loss to 
production than could possibly be offset by greater justice 
in distribution and that “of all forms of nationalization 
[the Single Tax] would certainly be the most unwise.” At 
the same time he dissents strongly from the view advo- 
cated by Leroy-Beaulieu and others that the best policy for 
a country with a large national domain is to dispose of it 
through outright sale to private owners. With a character- 
istic combination of Dutch thrift and far-sighted statesman- 
ship he advocates as preferable a policy of long leases, 
seventy-five years or more, and he is able to give striking 
evidence of the practicability of this policy by reciting what 
Holland has accomplished ‘in Java. His criticism of the 
contrary policy, as pursued by the United States, is perhaps 
unduly severe as regards the past, but merits thoughtful 
consideration as a guide to future action. 

The characteristics that have been brought out in this 
review of the author’s treatment of Production would only 
be further emphasized were I to attempt to deal with equal 
fulness with his discussion of the Revenues of the State. 
Tho couched also in general terms, this part of the book 
shows more clearly than any other that it was written pri- 
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marily for Dutch readers. The tax system discussed is 
the system of Holland and the reforms advocated are those 
adapted to the needs of that country. This does not result 
in a treatment that is lacking in interest for English and 
American readers, since many of the problems of taxation 
are common to all countries. It makes more difficult, how- 
ever, a summary statement of the author’s conclusions that 
would be entirely fair to his position. In general it may 
be said that he favors income, property and other direct 
taxes more than indirect taxes, that he makes prominent the 
distinction between taxes that need not be apportioned 
according to faculty, like land taxes, and those that should 
be so apportioned, like income taxes, and that he is more 
reconciled to permanent public debts than are most Ameri- 
can writers on finance. 

As this review has suggested, the great merits of Pierson’s 
treatise are not the originality or profundity of his ideas 
but his interesting and convincing way of defending them. 
Tho enjoying wide practical experience both as financier 
and as finance minister, he distrusted the reasoning of the 
practical man and looked to economics for guidance with 
reference to the great problems which interested him. 
Possessing common sense, varied knowledge, and an unusual 
gift for interesting exposition and illustration, he has written 
a treatise which deservedly holds a high place in the world 
literature of economics. To trained economists it is useful 
chiefly as a record of the opinions of a singularly able and 
broad-minded colleague. To the immature student and the 
general reader it commends itself because of its clear under- 
standing of the errors and fallacies common in the market 
place and its forcible refutation of such errors and advocacy 
of sounder ways of thinking. 

Mr. Wotzel has performed his work as translator so ably 
that there can be only words of praise for his part in the 
task. 

Henry R. SEAGER. 


CoLtumBIA UNIVERSITY. 


HOURWICH’S IMMIGRATION AND LABOR 


REaDINEss to analyze the relation of immigration to wages 
has not been characteristic of writers upon immigration. 
The subject veritably swarms with difficulties. At one 
extreme students have contended that immigration must 
have raised the level of wages because it has so greatly in- 
creased the stock out of which wages are paid. At the other 
extreme more students have held that the level has tended 
to fall because increased competition of laborers depresses 
wages. So insistently had the latter theory come to be cited 
in advocacy of the restriction of immigration that the 
Immigration Commission of 1907 devoted its study chiefly 
to economic aspects. The report of that Commission, 
recommending restriction, is the chosen object of attack 
of Dr. Hourwich’s book.! Immigration and Labor may 
claim to be the first attempt, apart from the Commission’s 
study, to analyze the wages aspect of immigration. That 
the book is controversial and has clearly had the political 
object of opposing the enactment of the literacy test is no 
reason why it should not be seriously considered. With 
its criticism of the forty-two volumes of the Report of the 
Commission and of the hastily compiled summary published 
in book form by Messrs. Jenks and Lauck we are not con- 
cerned. Misleading procedures and interpretations are 
too frequent in these works. Our interest is in the economic 
argument of Dr. Hourwich. 

Part I, in 39 pages, is a summary of the argument 
of the book. Part II, in 322 pages, contains a topical 
refutation of the arguments of restrictionists, with main 
emphasis on the report of the Immigration Commission. 


1 I. A. Hourwich. Immigration and Labor: The Economic Aspects of European 
Immigration to the United States. New York, G. P. Putnam's Sons, 1912. 











REVIEWS 657 


Part III, in 127 pages, reviews the evidence of the Com- 
mission regarding selected leading industries. Part IV, in 
13 pages, considers the probable effects of a restrictive 
policy. 

A good deal of the book concerns arguments that seem 
trivial. For example, elaborate treatment is accorded the 
question, has emigration from Southern and Eastern Europe 
checked emigration from Northern and Western Europe? 
(Part II, ch. viii.) Germany, Norway, Denmark, Sweden, 
the United Kingdom, examined seriatim, are found to be, 
for internal reasons, no longer ready to export their sons. 
“ Tf this country is to have immigration, it will have to come 
from other sources” (p. 220). Restrictionists, however, who 
plan and expect a revival of the older immigration, are not 
conspicuous. 

Again, a constant grievance is that the Commission’s 
volumes omit historical research. They say much about 
“recent”’ immigrants—the only immigration really in ques- 
tion — but that term implies to Dr. Hourwich a comparison 
with the past. Such a comparison he is then led specifically 
to make, and, like a Leitmotiv, the comparison echoes 
through his book. At much length he explains how a cen- 
tury ago immigrants were indentured servants, how the early 
free immigrants were destitute, how they lived congested, 
how they were unskilled, the but of social prejudice, the 
alleged enemy of organized labor. Whether the Immigra- 
tion Commission should have included a study of these 
matters is not here to be debated; and that they were right 
in studying recent immigration needs no debate. Had 
anybody contended that the “ evils ” of “ recent ’’ immigra- 
tion would endure for all time, cr even for many decades, 
comparison with the past might have had relevance for the 
argument. But if the contention is — and surely the Com- 
mission so contended —that contemporary immigration 
is responsible for evils that endure long enough to be im- 
portant, then the historical comparison contributes nothing. 
The chapters chiefly in question are III (Old and New 
Immigration), X (The Standard of Living), and perhaps 
XI (Home Ownership); all are in Part II. 
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From the danger of the historical argument Dr. Hour- 
wich does not keep himself free. He errs where his opponents 
err — so far as there really are persons who ask for restric- 
tion on the ground that former immigrants were “‘ more 
desirable ” than present ones, and irrespectively of whether 
present immigrants are good or bad. No regulation of 
woman and child labor, to cite a parallel, no mimimum wage 
law, no sanitary legislation, or, to go back farther, no restric- 
tion upon the importation of slave labor, could ever be justi- 
fied if a reasonable answer to advocates of such measures 
were that existing conditions are not worse than past ones. 
Besides the chapters named, nearly all the other chapters 
make much of historical comparison, especially those on 
wages. What importance can it have to ask whether wages 
in an immigrant occupation are higher or lower now than 
they once were? Legislators must ask, how does unre- 
stricted immigration affect wages? The questions are not 
identical. 

Fortunately Dr. Hourwich faces squarely the important 
question. He shuns theoretic reasoning. Nay, those who 
reason theoretically must submit to concrete tests. ‘ To 
prove that immigration has virtually lowered the rates of 
wages would require a comparative study of wages paid 
for the same class of labor in various occupations before 
and after the great influx of immigration. This, however, 
has never been attempted by the advocates of restriction ” 
(p. 23). Something not unlike it the Immigration Com- 
mission attempted. If wages declined as immigrants entered 
a field and underbid the workers, that would presumably 
prove that immigration lowers wages. “The Commission 
discovered no evidence ‘that it was usual for employers 
to engage recent immigrants at wages lower than those 
prevailing at the time of their employment in the industry 
where they were employed ’”’ (p. 288). 

Dr. Hourwich, as a statistician, sees additional possi- 
bilities of concrete study. He says, “ If the tendency of the 
new immigration be to lower the rate of wages or to retard 
the advance of wages, it should be expected that wages 
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would be lower in great cities where the recent immigrants 
are concentrated than in rural districts where the population 
is mostly of native birth” (p. 297). Further, “ another 
way to trace the connection, if any, between immigration 
and wages, is to compare the average earnings by States 
with reference to the percentage of foreign-born; if immi- 
gration tends to depress wages, this tendency will manifest 
itself in lower average earnings for States with a large im- 
migrant population, and. vice versa”’ (p. 299). So far as 
great cities are concerned, “ all wage statistics concur ” (p. 
298) that factory wages are higher in the city than in the 
country. Only the census statistics are cited. Annual 
wages are computed on a basis of 300 working days per wage- 
earner. From the figures presented one easily calculates 
that for men, women and children, rural wages are from ten 
to fifteen per cent below urban. Such a “ pronounced 
tendency ”’ is held to justify neglect of the repeated official 
warning “‘ against the use of census returns for the computa- 
tion of average earnings ” (p. 298). 

A larger issue, however, than that of the veracity of 
statistics is here in question. Difference of wage level as 
between town and country is a universal phenomenon. It 
is quite as conspicuous in old countries, unaffected by immi- 
gration, as in the United States. It is indeed only the local 
expression of a principle that, on a large scale, explains 
those differences of level between countries which students 
of international trade observe. The rural region stands 
toward the urban, as a country of one wage level stands 
toward another of higher level with which it trades. The 
prevalent effectiveness of labor in production coupled with 
the accessible physical resources of the community defines 
the level of income. Immigration is so far simply not in 
question. 

Dr. Hourwich’s other task was to find if ‘‘ average earn- 
ings ’’ are lower in States where immigrants go than in others. 
Census figures are invoked. ‘No such tendency is dis- 
closed.” Indeed, as to males, the evidence is only conflict- 
ing (p. 300). As to females ‘“‘ the preponderance of evidence, 








660 QUARTERLY JOURNAL OF ECONOMICS 


to use a legal term, supports the conclusion that, as a rule, 
the annual earnings are higher in States with a high per- 
centage of foreign-born factory workers. But... the 
least that can be said is that there is no proof of a tendency 
of immigration, old or new, to depress the rate of wages ”’ 
(p. 302). It is essentially through the mobility of labor 
that wages in different regions tend to be equalized. No 
labor is so mobile as immigrant labor. Difference of demand 
for labor in different states may be posited. Not to find 
variations in the proportion of foreign laborers in different 
states, along with fairly uniform rates of wages, would be 
strange. 

Yet the cardinal objection to Dr. Hourwich’s procedure 
remains to be stated. We need not go so far back as to 
inquire whether, if he became convinced that immigration 
did lower wages, he would accept a restrictionist argument. 
That contingency he does not discuss. But suppose that 
his procedure had actually revealed lower wages in regions 
whither immigrants had gone. Or suppose, to return to his 
first question, that the wages of labor, after a great influx 
of immigrants, had fallen. Would it follow that immigra- 
tion had lowered wages? Great are the changes of wages 
in a country where immigration is not in question, and many 
are the influences that undoubtedly can be construed to 
affect wages. Certainly these influences need not move 
together. Statistics never explain. They need explanation. 
If it were the case that immigration tended to lift wages, 
simultaneous forces might more powerfully tend to lower 
them; the fervid searcher after the influence of immigration 
might then wrongly declare that he had found proof that 
immigration depresses wages. 

Dr. Hourwich is committed by his method to a conclusion 
that he refrains from stating. It is that immigration raises 
wages! If Dr. Hourwich himself believes that the discovery 
of lower wages in places where immigrants go would have 
demonstrated the asseverations of the restrictionists, surely 
he cannot rest content with holding that higher wages merely 
disprove those asseverations. The inference must be that 
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immigration raises wages. It is not at all clear that Dr. 
Hourwich recognizes that the effects of immigration may be 
clouded by other influences. Otherwise he would be more 
tolerant of those who, like the Immigration Commission, 
speak of depressing tendencies, or hold that, in the absence 
of immigration, wages would have risen farther. With his 
passion for concrete verification he turns quite seriously 
to the Civil War period to learn what might happen in the 
absence of immigration. Then, “ without the availability 
of Southern and Eastern Europeans,” the cost of living rose 
more rapidly than wages (p. 308). The principle apparently 
is: wages fall when immigration disappears. 

The errors of Dr. Hourwich’s procedure are, if possible, 
even more conspicuous when, in a special chapter, he con- 
siders the length of the working day. One benefit from a 
decline in hours, it may be noted in passing, is said to be that 
“ all other things being equal, it provides more days of work 
for every employee, which brings a direct increase of earn- 
ings ”’ (p. 311); a contribution to the theory of unemploy- 
ment which he had not had occasion to amplify in the chapter 
devoted to unemployment and its causes. But this is 
incidental. What he holds to be more important is that 
reductions in hours are “ equivalent to an increase of the 
hourly wage ” and that when they take place in a country 
that receives immigrants they are an “ unerring measure 
of the effects of immigration on labor conditions ” (pp. 311, 
27). Somehow these increases in wages are held not to be 
complicated by the variations of the purchasing power of 
money (p. 311). In New York State the decade of heaviest 
immigration from Southern and Eastern Europe was marked 
by a gradual reduction of hours (p. 316). In the entire 
United States, the hours had decreased, from 1890 to 1907, 
by 5.7 per cent. ‘‘ This fact shows at least that the recent 
immigrant has not hindered the movement toward better 
conditions of employment ”’ (p. 314). No one doubts that 
the hours of labor have declined. But if Dr. Hourwich’s 
“‘ incontrovertible statistical figures ’’ really prove that heavy 
immigration does not tend to hurt the terms of the employ- 
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ment of labor, then they also prove that such immigration 
betters the terms of employment. Only a total absence of 
change in the terms might seem to prove that no relation at 
all exists between immigration and labor conditions. 

Is the competition of laborers with each other more 
effective as their numbers increase, and does the increase 
of numbers have no influence on wages and the terms of 
employment? The restrictionists have affirmed a depres- 
sive influence. Their argument, at least, Dr. Hourwich 
does not accept. Their theory, alas, he has learned where 
they have learned it, and sometimes he does not conceal it. 
From his table of average earnings by States he had excluded 
those of the South “in order to eliminate the influence of 
negro competition upon the average earnings”’ (p. 300). 
Again, and more explicitly, the “ country competition of 
native Americans tends to lower the wages of immigrants.” 
The citation is made from the table of contents (p. xii; cf. 
also 298) because it is there immediately followed by the 
statement that ‘‘rates of wages[are] not affected by immigra- 
tion.” If the author will refuse to admit that essentially 
all members of the market are bidders, is he not at least 
constrained to admit that the recent additions to the market 
are the active competitors ? 

It is, however, when the author turns to the cotton-mills — 
“a good field for the study of the effects of immigration ” 
(p. 375), since 68.7 per cent of the New England operatives 
are foreign — that his conception of competition is most 
strikingly illustrated. There elaboration is given to the 
theory that “it is this competition of the cheap American 
labor of the Southern mills that keeps down the wages of the 
Southern and Eastern European, Armenian, and Syrian 
immigrants employed in the cotton mills of the North” 
(p. 383). In the South, the labor is of the native white of 
native stock; these are 99 per cent of the operatives of North 
Carolina, 97 of those of Georgia and Alabama. To meet 
this competition, Massachusetts will have to reduce its wages, 
employ its children, and so on. Authority for the last 
statement is now seven years old; Massachusetts has con- 
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tinued to set up new mills and its hours of labor have con- 
tinued to fall! That the immigrant North competes with 
the South and that unskilled laborers of one occupation 
compete with those of another, even if imperfectly, Dr. 
Hourwich fails to see. 
A special chapter is devoted to child labor. “Child 

labor has a depressing effect upon the rate of wages.” 
Therefore the popular mind thinks it a product of immigra- 
tion. Not so, it is older (older, in fact, than the author 
insists). ‘“‘ The most significant fact to be noted .. . is 
the large proportion of children employed in factories in 
States where there is practically no immigrant population. 
Children of native-born American parents are drawn into 
the mills as a substitute for immigrant labor” (p. 319). 
Has immigrant labor perhaps the same “ depressing effect ”’ 
on wages as child labor, its substitute in some places? The 
author does not ask this question. He goes on to explain 
that the relatively small number of children in Northern 
cotton mills is “‘due” to the restrictive laws; the larger 
number in the South is, however, not due to the absence of 
such laws: there, but to the absence of immigration. The 
same absence accounts for the work of children in the can- 
neries and shoe factories of Missouri (p. 322). In Missouri 

“native American women and children . . . underbid the 
male immigrants employed in the shoe factories of Massa- 
chusetts ” (p. 324). If immigrants were not working in New 

England, the South and the West would not, by this logic, 

have to resort to forms of cheap labor (woman and child) 
in order to compete successfully with New England. But 
this inference again is not the author’s. 

It has been pointed out that, altho Dr. Hourwich’s method 
proves —if it proves anything — that immigration raises 
wages, he yet refrains from stating such a result. An exposi- 
tion of his case cannot omit an account of his more explicit 
theory of labor prosperity. Upon its soundness the hue of 
the future somewhat depends. ‘“ The prime force,”’ he says, 
“‘which has made industrial expansion so rapid in recent 
times has been the general introduction of labor-saving 
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machinery. The immediate effect of the introduction of 
every new machine has been the displacement of the trained 
mechanic by the unskilled laborer” (p. 309; cf. 289, 23). 
Again, “‘ this tendency has been counteracted in the United 
States by the expansion of industry: while the ratio of skilled 
mechanics to the total operating force was decreasing, the 
increasing scale of operations prevented an actual reduction 
in numbers. The growing demand for unskilled labor was 
supplied by immigration” (p. 289). Without this supply 
“a reduction of the wages of the older employees ’”’ would 
have taken place (p. 309). 

Two fundamental objections may be opposed to the theory. 
One turns upon the character of inventions themselves; the 
other upon the causes of immigration. Consider the former 
first. Every machine, Dr. Hourwich says, reduces the 
amount of skilled labor required and calls for the unskilled. 
Yet the chapter on the demand for labor in agriculture 
shows that in this industry at least a different type of inven- 
tion is in question. The chapter had been introduced as a 
protest against those who complain that immigrants do 
not sufficiently enter agriculture. Why should they go, 
the author says, since inventions have made their kind of 
labor unnecessary? The enormous increase in output is 
secured by a few skilled machine-managers and by an actual, 
not merely relative, decline in unskilled laborers. Dr. 
Hourwich’s reasoning implies that there is something in the 
nature of things that makes non-existent in manufacturing 
and elsewhere the kind of invention that in agriculture has 
added to our advantages in resources a primacy in technique. 
He does not seek to explain why the situation must be dif- 
ferent in manufactures; and examples are easily cited to show 
that an explanation is impossible. The invention of the 
linotype called for labor difficult mentally and physically; 
new operators generally reach the customary output only 
after years of practice. So greatly did the linotype cheapen 
printing that increased demand for the product made it 
unnecessary to discharge the old hand workers. The 
phenomenon has many parallels. The typewriter replaces 
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a lower grade of skill by a higher. The roller process in 
flour milling has not lessened the need for skill. The suc- 
cessive English mule spinning inventions call for at least 
as much skill as before! The warp-tying machine operated 
by one fairly skilled man replaces girls. The driver of teams 
yields before the locomotive engineer, the auto-truck chauf- 
feur and others; unskilled labor is displaced by skilled. The 
new Mallet engine calls for a heightened degree of skill. 
“ These powerful engines have a tractive force nearly double 
that of an ordinary locomotive. The economy in their 
use is mainly in the item of labor; their ability to haul 
greater tonnage means a smaller number of trains and 
consequently fewer train crews.’’* The old cobbler was not 
superior to the worker in the modern shoe industry. The 
pegging machine of 1851 gave a larger output for the same 
skill. Of late a new labor-saving device has found extended 
application: ‘ scientific management.” It demands special 
training and skill of every worker. 

Far from being regarded as exceptional, facts of this kind 
should compel a restatement of the theory of invention. 
It is by various channels that greater cheapness is sought. 
The inventor is just as genuinely saving labor when, by a 
machine, he makes one unskilled man do what ten did before, 
as when he makes one skilled man, or one skilled plus four 
unskilled, do what ten skilled did before. For years inven- 
tors have sought to replace unskilled hands in cotton picking. 
In truck farming, inventions have been lacking; here the 
lightly skilled immigrant still finds agriculture open to him. 
The American steam plow antedated immigration; likewise 
the cultivator, which enabled one horse and man to do the 
work of thirty hand-hoers. Reapers, threshing machines, 
and others similarly involved no dependence on immigrant 
labor. 

A second criticism of Dr. Hourwich’s theory turns on the 
relation of invention to the circumstances of immigration. 

1 These have not been introduced in the United States; our manufacturers have 
instead depended on a supply of cheap immigrant labor. 

2 W. J. Cunningham, in this Journal, February, 1913, p. 279. 
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In a newly colonized country the character of the productive 
process perforce depends much on the industrial capacities 
of the colonists. The continuance of a stream of immigra- 
tion invites the continued utilization of the new supply 
whenever possible. That the labor is unskilled is no barrier. 
Because it is abundant and cheap the true captain of industry 
will seek to utilize it as generally as possible. Consider 
analogies in the exploitation of material resources. Our 
mining engineers and metallurgists have long ceased to attend 
to fine ores only. By special processes involving large scale 
operations they supply today great quantities of gold and 
copper from low grade ores. Wherever large quantities of an 
unutilized natural resource are available, the entrepreneur 
is stimulated to devise a way of utilization. What a history 
might be written of the utilization of bye-products! The 
economies to be secured by invention, like those in manage- 
ment, are not merely economies in the quality of labor. 

A thousand and one reasons have always induced immi- 
grants to come to the country. The stream from Southern 
and Eastern Europe has gone on, largely for the causes that 
Dr. Hourwich explains as no longer operative in North and 
West Europe. In America, abundance and accessibility of 
natural resources have been the fundamental attraction; 
other attractions have been derivative. For American 
employers unskilled immigrants became one of the resources 
of production, to be exploited like natural resources.! 


1 The history of the cotton industry admirably illustrates this thesis. (The citations 
which follow are from Dr. M. T. Copeland’s The Cotton Manufacturing Industry in 
the United States, Cambridge, Harvard University Press, 1913.) ‘“‘ The American 
cotton manufacturers early began to develop machines especially suited to the pre- 
vailing industrial conditions" (p. 8). ‘‘ It was necessary to adopt machinery which 
did not require a great amount of skill, since, as Mr. Batchelder phrased it, ‘ the greater 
part of those at work in the mills were only a succession of learners, who left the business 
as soon as they began to acquire some skill and experience.’ . . . The introduction of 
immigrant labor took place with less friction than would have been possible had there 
been a fixed operative class, and the technical improvements were likewise favorable 
to the utilization of the unskilled foreigner. ... The exact date when the employ- 
ment of immigrants in our cotton mills began is uncertain, but it was before 1836... . 
The stream of immigrants, however, which became large in volume after 1845, turned 
at once to the cotton mills” (Ibid., p. 13). ‘‘ During the last fifty years the most 
available supply of labor has been that furnished by the foreign immigrants. Those 
machines which required little skill . . . made possible the utilization of labor of that 
class” (p. 54. Dr. Copeland describes fully the machines which were devised.). Again: 
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In sum, Dr. Hourwich’s theory of the prosperity of labor 
is inacceptable on two grounds. First, inventions do not 
necessarily bring a degradation of the quality of labor; and 
therefore it is not true that the wages of Americans can be 
maintained only if industry expands through the addition 
of a supply of unskilled labor. Second, the immigration 
movement takes place because of a general difference of 
economic level in two countries; to the supply of unskilled 
labor thus made available American industries adapt them- 
selves. 

It is a common fallacy of which Dr. Hourwich is guilty 
when he confers a quality of absoluteness upon the condition 
called “‘ a demand for labor.’”’ When a period of depression 
is ended, when industry revives, and the unemployed resume 
their places, there comes a moment when the country asks 
for more laborers, immigrant laborers. How many more ? 
Profits are alluring. A great many, — at current wages. 
Not so many, at somewhat higher wages. Very few, if the 
price is to be very high. Of course resident workers must 
receive the same rate as newcomers. At such a moment, 
if no foreigners were to come, would prosperity die at birth ? 
Dr. Hourwich would hardly insist that it depends only, per- 
haps even mainly, on new immigrant arrivals; countries 
without immigration have returns of good times. With 
employers competing more eagerly to get workmen, with 
the better employers ready to pay appreciably higher wages 
than before, with resident laborers not subject to fresh 
“In Great Britain a class of skilled cotton mill operatives, almost a hereditary class, 
provides an adequate supply of skilled male spinners.'’ English immigrants into the 
United States ‘‘ could not supply the entire demand for spinners, or even a considerable 
part of it. The ring-frame, unlike the mule, required little experience or skill. Con- 
sequently the wives and children of the French Canadian, the Irishman, the Pole, and 
the other foreigners that we find in the mill today, could be employed as ring spinners. 
Here, as in many other American industries, the possibility of employing the unskilled 
immigrants and the adaptation of machinery to that end has been an important factor 
in promoting the success of manufacturing " (Ibid., pp. 72, 73). 

American lead*rs in industry have appreciated that, with the relative scarcity of 
skilled labor and abundance of unskilled, success in competition with foreign industry 
must come by dependence on unskilled labor. One chief reason why the cotton knit- 
ting machine, invented in England in 1864, which required at least as much skill as 
the hand-frame, was not introduced into the United States was that American manu- 


facturers had to deal with unskilled labor. (Memorandum for the present writer by 
Dr. Copeland.) 
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competition from abroad, the time is ripe for a real increase 
in wages. Since chiefly unskilled laborers come by immi- 
gration, a check upon immigration would mainly prompt 
the increase of wages of such laborers.' Then, if our argu- 
ment is acceptable that inventors do sometimes seek to re- 
place unskilled labor by machinery, and if Dr. Hourwich’s 
argument is not acceptable that every invention only in- 
creases the demand for unskilled laborers, it might actually 
happen that machines which it is not profitable now to intro- 
duce (given cheap labor) would become profitable, and new 
ones besides be devised (the alternative of cheap labor being 
abolished). Time and again restrictions placed upon that 
“substitute for immigration,” child labor, have resulted 
in new machinery; so with other labor legislation.? It is 
no chimera that a restriction upon the immigration of un- 
skilled laborers would have like effects. The introduction 
of machinery would be at a higher wage level. 

Unskilled labor tends to routine, to the endless repetition 
of simple operations. Precisely there is a great field for 
invention; the plum is almost ready to fall. When a fore- 
man directs the uniform labor of a gang of ten workmen, 
or when a factory worker has only one or two operations to 
perform, the inventor faces a clearly demarcated task. 
Machines, to be sure, have a price, both in their invention 
and their making; and the price will not be paid so long as 
unskilled labor is cheaper. Dr. Hourwich himself helps us 
to illustrate this point (tho his words have a different pur- 
pose): “Statistics show that machine mining has made 
great progress in States with a small percentage of Southern 
and Eastern European coal miners and has been lagging 
behind in States with a large percentage of Southern and 
Eastern European coal miners. ... Pennsylvania had 

1 In Australia wages of unskilled workmen approach nearer those of the skilled. 
“ The difference in the wage of skilled and unskilled workers is much greater in our own 
country [United States], where the common laborer is usually either a negro or a for- 


eigner.” V. D. Clark, Labor M t in Australasia, p. 51. Cf. also Taussig, 
Principles of Economics, vol. ii, p. 138. 


2 Cf. for examples, Mrs. Webb, The Case for the Factory Acts, London, 1902, 
pp. 50 ff. 
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four times as many Slavs, Italians, etc., working in coal 
mines as Ohio, yet machine mining was less advanced in 
Pennsylvania than in Ohio ”’ (p. 428).! 

Dr. Hourwich’s predilection for statistics prevents him 
from even studying such an argument as the above. In 
his chapter on the Probable Effects of a Restriction of 
Immigration, he says, “ It is needless, however, to indulge 
in abstract speculation on the possible effects of a reduced 
supply of unskilled immigrant labor, when such a condition 
actually exists in the United States throughout the agricul- 
tural sections” (p. 491). In 1900 Southern and Eastern 
European male farm laborers numbered only 37,401. In 
the previous decade immigrant farm labor had even de- 
creased. Native farm labor entered the cities. Wages are 
lower than in mines and mills. ‘ Scarcity of labor has not 
forced the farmer to pay scarcity wages, but has merely 
retarded the growth of farming. In many places the area 
under cultivation has actually decreased” (p. 492). No 
further proof is attempted; yet, much earlier in the book, 
the astounding development of farm efficiency had been 
described. ° 

Dr. Hourwich himself speculates about the effects of restric- 
tion of immigration. Farmers might work in the mines in 
winter, but that would weaken the unions and keep down 
wages (p. 493). The New England cotton industry would 
go South; the shoe industry West, to rural Missouri, with 
its female and child labor. Rather than pay higher wages 
to men, American capitalists would open mines and railways 
in Mexico, Mesopotamia, Manchuria, and Siberia. There 
are already abandoned silver mines in the United States. 
Our export trade would have to decline (pp. 492-495). All 
this assumes, among other things, that the supply of American 
capital is great, that American natural resources are poor 
or are inaccessible, and that labor for which an employer 
will pay only $1.25 a day is more precious to him than labor 


1 “ Tf the introduction of machinery were stimulated by immigration, it might be 
expected that the percentage of machine-mined coal in Pennsylvania would be twice 
as high as in West Virginia” (p. 430). Apparently foreign miners, if called upon to 
mine only a part of the country’s coal, cost less than the machine that has been devised. 
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for which he pays $3. Indeed, skilled labor would be un- 
employed (p. 489). In the last paragraph of the book occurs 
a@ very concrete argument, cited here because of the faith 
it implies in the kind of induction typical of the book. From 
December, 1907, to August, 1908, emigration exceeded 
immigration by 124,124. This was “tantamount to a 
prohibition of immigration, yet Professor Fairchild finds 
that it had ‘ a very trifling palliative effect.’ This admission 
. « - permits of but one logical conclusion, viz., that even 
complete prohibition of immigration would have but an 
‘infinitesimal’ effect upon unemployment and other prob- 
lems of vital interest to ‘the total mass of the American 
working people.’ Mere restrictive legislation could a 
fortiori produce no remedial effect’ (pp. 498-499). But 
then also the dire consequences predicted from a cessation 
of immigration might not appear. 

It is Dr. Hourwich’s method of study that interests us. 
He proceeds inductively; and our generation freely extols 
the virtues of inductive thinking. We recall the absurdities 
to which deductive abstractions have led men, especially 
in the social sciences; we see also the triumphs of the patient 
study of “facts,” especially in the physical sciences. But 
the two realms are unequally responsive. In the physical 
sciences induction may advantageously take the form of 
isolation and experiment. In the social sciences experiment 
is rarely feasible; induction proceeds often by statistical 
enumeration, which is only descriptive, not interpretative, 
therefore a mere beginning. Even in the physical sciences 
experiment is preceded by hypothesis and followed by inter- 
pretation. ‘“‘ Facts” are everywhere colorless. 

Tho this review has found the present venture in induction 
naive and pointless, not all future ventures need be so. Fora 
long time certainly we must go heavily armed with hypoth- 
eses. We seek the factors that determine the net result 
that statistics reveal. Wherever wages change we must 
note what else characteristically changes. Or — beginning 
at the other end —we must observe what new resultant 
follows the new force, when “ other things ” so far as we can 
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see, are “ equal.” Out of many instances may come reason- 
able confirmation or refutation of our hypotheses. And 
the hypotheses themselves? They rest partly on our 
knowledge of physical properties; and partly on self-examina- 
tion for an appreciation of impulse, since the qualities of 
man are not second in importance to the materials with 
which he works in production; and ultimately our hypoth- 
eses depend upon epistemology and logic. For today, 
guarded deductive reasoning about wages is indispensable, 
and often by appropriate tests is found valid. 


Rosert F. Forrster. 


Harvarp UNIVERSITY. 











*PIGOU’S WEALTH AND WELFARE 


Srx years ago, in a review of the fifth edition of Marshall’s 
Principles of Economics,! Professor Pigou said: ‘‘ The concep- 
tion of the National Dividend is not an academic toy, but 
a practical instrument of great power designed for service in 
the concrete solution of social problems.” This statement 
accurately defines the purpose, scope, and method of Profes- 
sor Pigou’s new book.? Its spirit, like that of Marshall’s 
great treatise, is one of sane conservatism, tempered by an 
attitude of open-minded receptivity toward such new pro- 
posals as seem to stand the test of careful analysis. Yet 
the boldness of Professor Pigou’s theoretical analysis and the 
fact that the practical problems he discusses are suggested, 
for the most part, by very recent proposals for social reform 
give to his book a distinctly fresh and unconventional flavor. 

The book will find an audience more limited, I fear, than it 
deserves on its merits. No one not thoroly familiar with 
the concepts and technical apparatus of Marshall’s Prin- 
ciples will be able to read it intelligently. Moreover, al- 
tho Professor Pigou writes in a simple and straightforward 
fashion, he possesses neither an especially attractive style nor 
any marked skill in exposition. The argument is well ordered, 
but the whole discussion is closely knit and the subject 
matter full of inherent difficulties. Mathematical formulae 


1 Economic Journal, Dec., 1907, vol. xvii, p. 532. 


2 Wealth and Welfare, by A. C. Pigou, M.A. London: Macmillan and Company, 
1912. pp. xxxi, 493. 


* Professor Pigou rightly observes (p. 487): “Iti is a panty delusion, that, —— 
economic science itself is a difficult subject, the d i tical probl 
which economic forces play an important part, can poem te a undertaken wtihuts 
special preparation. There is no warrant for this view. The study of economic 
theory is, indeed, difficult; but the application of the knowledge, which that study 
wins, to the guidance of practical affairs, is an even heavier task ; for it needs, not 





only a full understanding of the theory, but also the trained judgment that can balance 
against one another a large number of qualifying considerations. This would be the 
case, even if human life were such that economic welfare and welfare in general were 
coincident terms.” 
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are used sparingly (tho skilfully) and are relegated to the 
footnotes. 

In the formal discussion of his premises the author posits 
a sophisticated sort of utilitarianism, in which welfare is 
held “‘ to include states of consciousness only,” and economic 
welfare appears as the “ psychic return of satisfaction.’ 
Grounds of dissent from both the psychological and the ethi- 
cal implications of these theses suggest themselves, but are 
not worth stating: first, because Professor Pigou hedges his 
doctrines about with so many safeguards that the really 
vulnerable points are, at most, few; and, secondly, because 
these debatable points play but a small réle in the general 
argument and conclusions of the book. In fact, save for a 
carefully guarded statement of the familiar doctrine that a 
transference of shares in the dividend from the rich to the poor 
will, ceteris paribus, increase the sum total of satisfactions, he 
deals only incidentally with the subjective aspects of wealth. 
The difficult questions connected with the meaning, varia- 
tions, and practical significance of consumers’ and producers’ 
surpluses are for the most part disregarded, altho these are 
questions which Professor Pigou has shown himself peculiarly 
competent to discuss. 

The chief task which Professor Pigou sets himself is the 
discussion of the effects of different forces upon the magnitude 
and stability of the national dividend, — which is conceived 
(after Marshall) as identical with the net annual product of 
such commodities and services as are measurable in terms of 
money value.!. Even with so concrete a concept Professor 
Pigou cannot entirely escape the old familiar dilemma that 
confronts the utilitarian when “ greatest good ” and “ great- 
est number ” seem to point in opposite directions. For ex- 


1 Professor Fisher's concept of a dividend consisting only of such services of goods 
(and persons) as enter directly into consumption within the year is appreciatively 
discussed, but dismissed as unmanageable for the purpose in hand. In the opinion 
of the reviewer, when questions relating to the magnitude and effects of savings are 
involved, much is to be gained by distinguishing the ‘‘ annual dividend "’ (conceived 
as the valuable goods and services coming into the. possession of ultimate consumers 
within the year) from the “‘ annual product,” which includes (in addition to direct 
personal services) the results of all that is done within the year in forwarding goods, 
directly and indirectly, toward completion. 
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ample, after showing clearly that an increase in the supply 
of the factors of production, other than labor, is likely to 
increase both the national dividend and the aggregate real 
earnings of labor, he examines the effect of an increase in the 
supply of labor itself and concludes ' that, since the elastic- 
ity of the demand for labor is high, and since an increase 
in the population (of England) would affect the price of im- 
ported ‘food supplies but slightly, ‘‘ the diminution of real 
wages per head would be very small;” and that, conse- 
quently, ‘‘ it seems reasonable to conclude that an increase 
in the absolute share of labor, even when it results from an 
increase in the number of the population, carries with it an 
increase in the economic welfare of working people.” Surely 
this is enough to show the need of a more clear cut conception 
of what ‘“‘ economic welfare ”’ really is. 

In general Professor Pigou’s treatment of the population 
problem is the most unsatisfactory feature of his work. It 
seems less thoro and candid than the other parts of his 
analysis. There is, it is true, an admirable chapter on 
“The National Dividend and the Quality of the People,” 
dealing with the claim of some of the apostles of Eugenics 
that economic inquiries, concerned as they are in the main 
with environment rather than heredity, are relatively un- 
important. I know of nothing on this topic more incisive 
than this chapter, with its summary statement: ‘ Environ- 
ments, as well as people, have children.’”’ But the funda- 
mental questions relating to the quantity of the laboring 
population Professor Pigou, it may fairly be said, neglects 
or evades. The economic tendencies with which he deals 
are “long-time” tendencies, but nevertheless distinctly 
limited either in duration or scope. He postulates (implicitly) 
mobility of capital, of employing power, and of “ uncertainty 
bearing” (save where monopoly prevents), and takes account 
of such movement of labor as its degree of mobility permits 
from industry to industry, from locality to locality, and even, 
in some slight degree (fitting English condition), from one 
country to another. But the effect of large population 


1 P. 94. 
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movements either in place or in time, such as are shown in 
American and Australian immigration or were postulated 
as the basis of the Ricardian theories relative to “long-time” 
tendencies are comparatively neglected. It is doubtless true 
that, as Professor Pigou argues,’ an increase in the dividend, 
not itself caused by an increase in the supply of labor, will . 
not be entirely absorbed by an increase of population.? But, 
in relation to some of the economic proposals discussed in 
the book, such as the establishment of a national miuimum 
(conceived as a minimum standard of living conditions) the 
population question remains of fundamental importance.’ 
The general run of the introductory part of Professor 
Pigou’s carefully articulated argument is to the effect (1) 
that whatever increases ‘‘ economic welfare ’’ will in general 
increase ‘‘ total welfare,” (2) that whatever increases the 
magnitude of the national dividend, or decreases its vari- 
ability, or increases the absolute share of the relatively 
poor, is likely to augment economic welfare. Despite his 
attempt to confine his own analysis to “ economic welfare,”’ 
which, it will be remembered, is defined in terms of subjec- 
tive ‘ satisfactions,” Professor Pigou, like every other 
sensible person who has dealt with the subject, is forced to 
take some account of the obvious fact that some of the “ sat- 
isfactions ’’ people want are injurious to themselves or to 
others.* His device for maintaining logical consistency is 
that adopted by Dr. Marshall and others: some expendi- 
tures diminish the sum total of satisfactions by adversely 
affecting the physical health and vigor of the people and 
thereby diminishing the future national dividend. Simi- 


1 Pp. 28-32. 

2 Professor Pigou possibly gives too much weight to Brentano’s conclusions rela- 
tive to the effect of the increased prosperity of any social class in diminishing the 
birth-rate. This matter has been carefully surveyed by K. Oldenberg in the Archiv 
fir Sozialwissenschaft und Sosialpolitik, vol. xxxii, pp. 319-377; xxxiii, 401-499. See 
also the controversy between Oldenberg and Mombert in the same journal, vol. xxxiv, 
pp. 794-797. After all, however, the problem centers around the net increase of the 
population rather than the birth-rate. On this point the general experience of the 
last century (in England, as well as elsewhere) has been so explicit that Prof 
Pigou's failure to deal seriously with the problem is hard to defend. Cf. Ely, Outlines 
of Economics, rev. ed., pp. 373-376. 


2 See, for example, pp. 163, 165. 








676 QUARTERLY JOURNAL OF ECONOMICS 


larly, public expenditures for education, sanitation, and the 
like, are justified as tending to increase the national dividend 
and (indirectly) the sum total of satisfactions. ll this is 
along familiar lines, and I would not mention it here, if it 
were not that, in my opinion, complete logical consistency 
demands either a thoro and consistent recognition of the 
varied relations of present “ satisfactions’ of all kinds to 
efficiency in future production, or, better, an abandonment 
of the “ satisfactions ’’ conception of economic welfare. But 
Professor Pigou, as I have already said, deals mainly with a 
national dividend of concrete goods and services, and no 
one, whatever his philosophy of economic welfare, can ques- 
tion the fundamental importance of such a study. 


Professor Pigou discusses two general classes of concrete 
problems: first, the conditions of business organization and 
control under which the dividend is a maximum; second, 
the way in which the dividend and, consequently, real in- 
comes are affected by attempts to improve its distribution. 

In the first of these two general studies Professor Pigou 
introduces a new and powerful instrument of economic 
analysis, the curve of marginal supply prices,’ which might 
with equal accuracy and greater simplicity be called the 
curve of aggregate expenses. His own account of this 
curve is, I think, so abstract and general as to suggest im- 
aginary difficulties to the reader. I shall venture, therefore, 
to describe what I take to be the principles involved in 
somewhat simpler terms. 

The facts to be observed are those connected with the 
increase of the aggregate expenses of an industry as a whole. 
These must be distinguished from the general fact of the 
diminishing productivity of the particular factors of pro- 
duction and also from the tendency to diminishing (or con- 
stant, or increasing) returns per unit of expense as the size 
of the individual business unit increases. Furthermore, we 
do not have in mind precisely the same thing as when we 


Pigou’s article on “ Producers’ and Consumers’ 
Surplus,” Gunde denn, vol. xx, pp. 358-370. 
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speak of diminishing (or constant, or increasing) returns 
in a given industry as a whole during a period of time; 
altho the basic facts involved in both conceptions are in 
part identical. Take, for example, an industry of diminish- 
ing returns, say wheat growing. By “ diminishing returns ”’ 
we mean, of course, to imply that if an aggregate annual 
product of z units of wheat is increased to an annual product 
of z + Az units, more capital and labor per unit of product 
must be “ applied to the land” to produce the Az units 
than were required to produce the final increments of the 
original x units. 

Now the fact of present importance is that, through the 
rise of land rent (and possibly, also, through an increased 
expense per unit for labor and capital, caused by the increased 
demand) the aggregate expenses, including land rent, of pro- 
ducing x + Az units will exceed the expenses of producing 
zx units by much more than the expenses specifically attrib- 
utable to the production of the Az units. The curve of 
aggregate expenses, or of “‘ marginal supply prices,” as Pro- 
fessor Pigou prefers to call it, is so constructed that as 
successive increments of product are measured on the hori- 


zontal axis, the successive ordinates represent. the amounts 
by which aggregate expenses are increased. Thus, in the 
accompanying diagram, the area inclosed by the curve (SS:), 
the two axes, and the ordinate at any point M represents the 


SS) 
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aggregate expense of producing OM units of product. For 
industries of diminishing returns the curve has a positive 
slope, which is greater than the slope of Dr. Marshall’s 
“particular expenses ” curve or that of the ordinary long 
period competitive supply curve as used to represent condi- 
tions of diminishing returns. 

In similar fashion the curve of aggregate expenses may be 
used to describe conditions of increasing returns. In this 
case the aggregate annual expense of producing z + A z units 
exceeds the aggregate annual expense of producing x units 
by less than the amount of expense that can be specifically 
attributed to the production of the additional A z units. 
I imagine, however, that cases of increasing returns in this 
sense (t. e., diminishing aggregate expenses per unit of product 
as production increases) must be rare, if not altogether 
lacking, in competitive industry, unless an increase in the 
size of the representative establishment be taken into 
account as a natural concomitant of increased production 
in the industry in question.. For monopoly, where one 
undertaking is identical with the “ industry at large,” 
the curve of diminishing aggregate expenses has real signifi- 
cance. 

Contrasted with the curve of aggregate expenses is the 
ordinary long period supply curve, 7. e., the curve for which 
the ordinate at any point M represents the price which, in 
the long run, tends to maintain an annual output OM. 
Since, under competition, the receipts in a given industry 
tend to equal the total expenses (including the rent of land 
and payment for any other differential advantages), and 
since, furthermore, each unit of a given product must be 
supposed to be sold at the same price as any other unit, it 
follows that the total receipts for OM units (represented by 

1 The economies of large scale production affect industry at large (if competitive) 
only by reducing the expense per unit in individual establishments. It is scarcely 
logical to treat these economies in the same general manner as the increasing expense 
of agricultural production, which arises from causes external to the individual under- 
taking. Professor Pigou says (p. 177): ‘‘ Provided that certain external economies 
are common to all the suppliers jointly, the p of i asing returns in respect 
of all together is compatible with the presence of diminishing returns in respect of the 


special work of each severally.” I cannot imagine “ external q 
to bring about this result. 
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the rectangle OMPN where SS, is the supply curve) must 
equal the amount of expenses represented by the area 
OMQS.'! That is, the area PRQ is equal to the area SRN. 
“ Tt follows that, when SS, is a horizontal line, SS, and SS, 
coincide: when §S§; is inclined positively, SS, lies below SS,: 
when SS; is inclined negatively, SS, lies above SS,. Further- 
more, the rapidity with which SS, and SS, diverge from one 
another, as they move towards the right, is greater, the 
sharper is the inclination of SS; in either a positive or a 
negative direction. ”” 

We are now equipped to examine the use to which Professor 
Pigou puts this new construction. Here we may advisably 
follow his own exposition: * 


Under simple competition — where the output of each supplier is 
so small that he accepts, and does not attempt to modify, the price of 
the market — the exchange index necessarily stands at the point of 
intersection of the demand curve with the supply curve, and the 
output is such as to correspond with this position of the index. Hence, 
the actual output tends to be equal to the ideal output when the supply 
curve and the curve of marginal supply prices coincide, and it tends to 
diverge from the ideal output when these curves diverge from one 
another. -This implies that the measure in which the actual and the 
ideal output of any industry approximate to one another is determined 
by the measure in which the supply curve and the curve of marginal 
supply prices approximate towards one another. 

. The general result is that, in industries of constant returns, 
the supply price and the marginal supply price of all quantities of 
output are equal; in industries of increasing returns the supply price 
is greater than the marginal supply price; in industries of diminishing 
returns the supply price is less than the marginal supply price. This 
result is, of course, equally valid, whether the supply price and margi- 
nal supply price in question refer to an operation yielding a single 
product or to one yielding several products jointly. It follows that, 
other things being equal, in industries of increasing returns the marginal 
net product of investment tends to exceed, and in industries of dimin- 
ishing returns to fall short of, the marginal net product yielded in 
industries (in general, Furthermore, the “error” in either case is 
greater, the more e sharply diminishing or increasing returns, as the 
case may be, are acting. 


2 In general, fn (z) dz =z. f1(z). 
° 
2 P. 175. 3 Pp. 174, 176, 177. 
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This means, of course, that in competitive industries of 
diminishing returns investment tends to be pushed too far, 
and in competitive industries of increasing returns, not far 
enough, to secure that equality of marginal net products 
which makes the national dividend a maximum. These 
conclusions lead naturally to the suggestion that the equality 
of marginal net products might be increased by appropriate 
taxes upon industries of diminishing returns, coupled with 
appropriate bounties upon industries of increasing returns. 

When Professor Pigou passes to the consideration of 
monopoly he reaches results which are quite as interesting 
and important. The simplest case is that of a monopoly 
which has complete power in the matter of price discrimina- 
tions, 7. e., power to charge a different price for each successive 
unit of output, so as to leave no consumers’ surplus. Refer- 
ring again to the diagram, it is clear that the increase of total 
receipts accompanying increasing output will be represented! 
by the increasing total area included between the curve DD’ 
and the axis as the ordinate at M is moved toward the right, 
while the increasing total expenses of production will be 
represented by the area between the curve SS, and the axis. 
It is evident that the point of maximum profits will be fixed 
by the intersection of DD’ and SS; so that the marginal 
net product is equal to “ the marginal net product of resources 
invested in industries in general.” ‘“ In cases of constant 
returns the result is exactly the same as that attained under 
simple competition, but in cases of diminishing and of 
increasing returns, that it to say, in the generality of cases, 
it is both different and socially more advantageous. ’’ 

In fact, of course, no monopoly possesses this complete 
power of discrimination. Very frequently a monopoly must 
sell its product at a uniform price; in other cases it may be 
able roughly to classify its customers or its products or 
services into a number of grades, charging a separate price 
to each group of buyers. It might naturally be inferred that 
such monopolies, altho falling short of the standard of per- 


1 Subject to some qualifications which do not affect the result. 
2 P. 206. 
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fection set by the hypothetical monopoly with ideal powers 
of discrimination, would, nevertheless, be apt to set their 
marginal investments somewhat nearer the socially desirable 
point of equal net products than would competitive concerns 
in industries of diminishing or increasing returns. But 
Professor Pigou shows, in a careful analysis,’ too lengthy to 
be summarized here, that such will not, in general, be the 
case.2 Thus competition is again awarded the primacy, 
altho it emerges with a less perfect score than in former 
reckonings. 

I now pass to the discussion of the validity of some of the 
conclusions just outlined, but I do so with some hesitancy, 
espécially in view of the fact that in regard to certain results 
which I find difficulty in accepting, Professor Pigou’s own 
weighty authority is reinforced by the no less weighty ap- 
proval of Professor Edgeworth.* I do not, of course, deny the 
significance of the “ curve of marginal supply prices.”” Pro- 
fessor Pigou’s own work shows it to be a powerful aid in the 
analysis of the tendencies of monopoly. It might also be used 
advantageously, I imagine, in the discussion of certain prob- 
lems relating to the distribution of the national dividend, 
But I fail to see that its use is appropriate in the analysis of 
the extent to which competition tends to secure the maxi- 
mum national dividend. 

A possible difficulty (altho a minor one) is attached to the 
meaning of the “ marginal net product in industries in 
general,”’ which Professor Pigou postulates as the standard to 
which the marginal product of particular industries should 
conform. If it is true that only the relatively unimportant 


1 Pt. II, chs. xi, xii. 


? Professor Pigou makes an important application of this conclusion in his dis- 
cussion of railway rates (in Pt. II, ch. xiii). The important aspects of his treatment 
of this question have been ably reviewed by Professor Taussig in the Quarterly Journal 
of Economics, May, 1913, and by Professor Edgeworth in the Economic Journal, 
June, 1913, and will not be discussed here. With reference to the controversy between 
Professor Pigou and Professor Taussig, I may say, however, that I see no inconsistency 
in granting both Professor Taussig’s contention that railway costs are largely joint 
costs and Professor Pigou’s contention that railway rates form a special case of 
discriminating monopoly price. [See also Professor Pigou’s note in the present issue 
of this Journal. — Editor.) 


Loc. cit. 
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industries of constant returns tend to meet this standard, 
while industries of increasing returns tend to exceed, and of 
diminishing returns to fall short of it, what is the marginal 
net product of industry in general? It might possibly be con- 
ceived as a general average of actual net products, were it 
not that industries of diminishing returns (in the sense of 
increasing aggregate expenses per unit of product in the in- 
dustry at large) are probably much more important than 
those of increasing returns, and the extent of deviation from 
constant returns larger in the case of diminishing returns 
than of increasing returns. I do not stress this objection, 
however, for the existence of an ideal standard is easily pos- 
sible, even if the marginal products of actual industries do not 
in general tend to approach it. 

A more serious difficulty appears when we inquire as to the 
precise content of the “‘ resources ’’ which are devoted to the 
work of production. Is equality of marginal aggregate ex- 
penses the equality which we have in mind when we say that 
the maximum product will be achieved when marginal net 
products are equal? Does Professor Pigou mean by the 
term “ resources ’’ the services of labor and capital which are 
used up in production or does he refer to the money expenses 
of entrepreneurs? Examination shows that his use of the term 
is not altogether consistent. In his general discussion of pro- 
duction and distribution ' he states that the factors of pro- 
duction consist of the services actually used in production.” 
Nor is there any indication that in the following chapter, in 
which is developed the proposition that ‘‘ the more nearly 
equal marginal products in all uses are, the larger the divi- 
dend is likely to be,” * there is any change in the meaning 
attached to “ resources.” But in the description of the curve 


1 Pt. II, ch. ii. 


2“ For our purpose it is convenient to divide the factors of production, from 
whose joint operation the national dividend results, into two broad groups, labor and 
the factors other than labor, or, as we may say for brevity, non-labor.... Labor 
embraces the work both of unskilled casual workpeople and of numerous sorts of 
skilled artisans. Non-labor embraces, along with the work of Nature, the work of 
many kinds of mental ability, the service of waiting and the service of uncertainty- 
bearing” (p. 79). 


+ P. 108. 
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of marginal supply prices,' altho Professor Pigou continues 
to speak of the “investment of resources,” and the “ net 
product of resources ’’ it is clear that he has in mind merely 
the aggregate money expenses of entrepreneurs. 

For illustration, take again the example of industries of 
diminishing returns. The significance of the curve of mar- 
ginal supply prices consists, it will be remembered, in the 
fact that the expense of producing z + A z units exceeds the 
expense of producing z units by more than the amount of ex- 
penses specifically incurred in producing the additional A z 
units. This excess cost is due to the fact that increased 
production is only possible at an increased price per unit for 
the product, which makes possible and necessary an increased 
annual price for the land (and, under some conditions, for 
other resources) used in production. This is not a case, it is 
important to note, in which the money measure of a given 
quantum of resources can, in order to simplify the analysis, 
be supposed a constant. Changes in the prices of product and 
of resources are the very essence of the situation. Increased 
prices for the use of land and the other factors in production 
do not represent an increased using up of resources in the 
work of production. They merely represent transferences of 
purchasing power. The resulting changes in distribution 
may, of course, indirectly affect production, but Professor 
Pigou’s discussion of the curve of marginal supply prices is 
not concerned with these indirect effects. 

To have achieved consistency Professor Pigou should have 
adhered consistently either (1) to the viewpoint of entre- 
preneurs’ costs, and have measured product as well as re- 
sources in terms of price, or (2) to a more distinctly social 
point of view and have measured costs, as well as product, 
in terms of physical units.? In either case, I think, he would 
have reached a result more in harmony with the traditional 
theory relative to competition and the maximum product. 

1 Pt. II, ch. viii. 

* Thus Professor Pigou might well have adhered, in the case of “ waiting,” to his 


own formal statement (p. 79, note): ‘‘ The unit of waiting is the use of a given quantity 
of resources for a given time.” 
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The second of these two points of view may seem to be the 
more significant, but it is impossible to adhere to it without 
encountering great difficulties in the analysis. 

When, for example, one takes account, as Professor Pigou 
does, of the general fact of diminishing returns in an industry 
at large, one explicitly or implicitly postulates changes in 
the price of the product, and as soon as one does this it be- 
comes impossible any longer to view the national dividend 
in a purely (physically) quantitative aspect. For (neglect- 
ing consumers’ surplus) we have to admit that (on Pro- 
fessor Pigou’s premises) a dollar’s worth of one commodity 
is as important to society as a dollar’s worth of another. 
Concretely: when measuring the effect of diminishing re- 
turns in agriculture upon the national dividend, we cannot 
assume that a bushel of wheat at 60 cents is as large a part 
of the dividend as a bushel of wheat at one dollar. 

On somewhat different grounds, it can be shown that it is 
difficult entirely to avoid the use of a money measure for the 
“ resources ”’ devoted to the work of production. The maxi- 
mum product will be attained, it is true, when the values of 
the net marginal products of equal quantities of comparable 
sorts of labor, waiting and other forms of productive energy 
are equal. But there is no way in which the proper appor- 
tioning of the different kinds of resources which contribute 
to production can be discussed, except in terms of a money 
measure.! The problem as a whole, it seems to me, is one 
to which the general theory of the diminishing productivity 
of individual factors in production is appropriate, rather than 
the curve of marginal supply prices. 


Wholly admirable, however, is Professor Pigou’s discussion 
of the various sorts of economic friction that tend to prevent 
the perfect equality of marginal net products.? But it is 
when he passes to such practical problems as those 
connected with purchasers’ associations, state intervention, 


1 Unless we assume that the marginal units of the various sorts of productive energy 
represent equivalent amounts of ultimate cost or sacrifice, an assumption which 
does not seem to me to be of significance for the analysis of actually existing conditions. 


* Pt. II, chs. iv—vii. 
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public control of monopoly, and public operation of indus- 
tries! that his rare judicial faculty of taking fairly into 
account the varied considerations that weigh for and against 
a given proposal is seen at its best. I have no space here even 
to summarize these admirable chapters, with their discrimi- 
nating conclusions. Professor Pigou here, as elsewhere, has 
primarily in mind British national problems. I am inclined 
to think that a more intimate acquaintance with the recent 
work of American public utility commissions would have 
made Professor Pigou’s conclusions as to the range and 
variety of the considerations that can be taken into account 
in the public regulation of monopoly prices and services 
somewhat more favorable. 


In his discussion of the distribution of the national divi- 
dend? Professor Pigou deals almost exclusively with labor 
problems, and especially with “ attempts to improve the 
distribution of the dividend by the deliberate transference 
of resources from the relatively rich to the relatively poor, 
first through interference with the natural course of wages 
and secondly through taxation, and so forth.”’ In this field 
Professor Pigou is thoroly at home, and shows familiarity 
with an unusual range of modern economic literature. The 
problems he discusses are those suggested by recent labor 
union policies and by recent achievements and proposals 
in the field of social legislation, particularly in England. 
These chapters constitute what is beyond question the best 
discussion to be found anywhere of the economic principles 
involved in this new social program. The lack of an ade- 
quate treatment of the population problem is the only serious 
blemish on this admirable discussion. 

Professor Pigou has in a rare degree the power of forcing 
his way through to some positive conclusion in cases where at 
first no conclusion seems possible. That many of his results 
are stated merely as probabilities is a testimonial as much to 
the courage with which the analysis is pushed through to the 
end as it is to the caution with which inferences are made. 


1 Pt. II, chs. xiv—xvii. 2 Pt. III. 
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Nowhere do the advantages of the particular type of economic 
theory in which Professor Pigou is an adept appear more 
clearly. Theory of this sort (if I may characterize it briefly) 
is not concerned with the vain attempt to formulate concepts 
so general and abstract that the whole economic process 
may be viewed as a relatively simple mechanical system. 
The purpose is, rather, that the fabric of theory shall be a 
yielding garment, fitting the varied and complex reality of 
economic life as closely as is demanded by the criterion that 
the conclusions to which the theory leads shall be both 
useful and general. 


The book is not without indications that it was put through 
in some haste. Typographical errors and small slips of one 
sort and another are more common than one expects in a book 
of dignity and importance. The most serious lapse of this 
kind which I have noticed is the loosely demonstrated state- 
ment! that Pareto’s measure of inequality in the distribution 
of incomes gives results that are in general agreement with 
those indicated by the standard deviation. Applied to 
actual income statistics these measures are rather more apt 
than not to give precisely opposite results.’ 


Attyn A. Youna. 


CorneLt UNIVERSITY. 


1 P. 125. 
2 The more evenly income recei are distributed throughout the income scale 





the lower will be Pareto’s index, and the more closely they are concentrated about 
the average income the lower will be the standard deviation. Whether these two 
measures will agree in indicating that the distribution of wealth has moved in a particu- 
lar direction will depend largely upon the difference between the modal income and 
the average income, together with the extent of the change. Tests applied to a number 
of typical cases indicate that disagreement is more probable than agreement. 

















NOTES AND MEMORANDA 


RAILWAY RATES AND JOINT COSTS 


Towanrps the conclusion of his rejoinder to my note on 
Railway Rates and Joint Costs in the last issue of this Journal 
Professor Taussig writes: ‘‘ The question involved in this 
interchange of opinions seems to me not merely one of defi- 
nition or of theoretical nicety. It bears on large problems 
of legislation and administration.” And he goes on to show 
that the answer given to the question should constitute a 
vital factor in the determination of the policy of such a body 
as the Interstate Commerce Commission. With this view 
I am in entire agreement; and it is for that reason that I am 
reluctant to let the matter drop without submitting one 
further note upon it. 

Before coming to the main issue, it may be well to remove 
a misunderstanding. In his comment in the last issue of the 
Journal, Professor Taussig wrote that it was not clear to him 
whether I still maintained a certain essential proposition 
set out in Wealth and Welfare, thus suggesting that my note 
in the Journal embodied some change of view. My view 
is not changed. After Professor Taussig’s first criticism 
in the February Journal, I felt that I must have in some 
measure misinterpreted his view. But my own view, tho, 
after criticism from him, it is naturally held with less con- 
fidence, remains so far the same as it was when I wrote 
Wealth and Welfare. 

The essence of the discussion between us may be put in 
this way. How far ought such a body as the Interstate 
Commerce Commission to admit the “ value of service” 
principle, or to aim at the establishment of rates on a uniform 
basis per ton per mile? Nobody, of course, would suggest 
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a sudden violent and universal enforcement of a uniform 
mileage system, and the question cannot, therefore, be made 
absolutely sharp. It is of the same general character as the 
question whether the United States Government ought to 
admit the Protectionist principle, or to aim at the establish- 
ment of Free Trade. In both cases practical considerations 
forbid violent and sudden changes of policy; but in both 
it is a matter of real importance to determine the general 
principles by which, as opportunity allows, policy ought 
to be guided. When the matter is stated thus, there is, I 
think, a large measure of agreement in substance, tho not 
always in form, between Professor Taussig and myself. 

In the important case, where the charging of different 
rates for the transport of different commodities would make 
it profitable to establish a railway between two places, 
whereas it would not be profitable to do this under a system 
of uniform mileage rates, we are both agreed, — subject to a 
reservation on my part in favour of State bounties, — that 
discriminating rates are desirable. I reach this practical 
conclusion by way of a general theory of monopoly, Professor 
Taussig by way of an analysis of joint costs. In the partic- 
ular sub-case of this case, in which there would not, under a 
system of uniform rates, be enough demand to enable the 
least expensive railway that it is possible to construct at all to 
utilize its full capacity, I recognize that the conception of 
joint cost and the conception of monopoly afford equally 
suitable avenues of approach. For other sub-cases I hold 
that the conception of monopoly is alone appropriate. 
Tho, however, in these instances, Professor Taussig and I 
disapprove of one another’s routes, we unite at the goal of 
our journey. 

The case in which we seem to differ in practical policy 
arises when conditions are such that it weuld be profitable 
to establish a railway between two given places under a 
system of uniform mileage rates. Even here, however, we 
agree up to a point. We both hold, as I understand, that, 
except in so far as the services of transporting different sorts 
of things are supplied jointly, a system of uniform mileage 
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rates ought to be adopted as our ideal. In Wealth and 
Welfare I have argued that this conclusion is not absolute 
in pure theory, but that practically the conditions in which 
it requires qualification are exceedingly unlikely to occur. 
Thus, the issue between Professor Taussig and myself is , 
narrowed down to that of determining how far in fact joint 
cost prevails in railway service in districts where some 
railway would be established even under a system of uniform 
mileage rates. And here also, up to a point, we agree; for 
I recognize that, as between the transportation of goods 
from A to B and the transportation of goods from B to A, 
an element of jointness exists; and I am prepared also to 
admit certain other minor elements of jointness. Never- 
theless, a substantial difference remains; for Professor 
Taussig sees jointness everywhere, and I see it nowhere 
except in these special and comparatively unimportant 
instances. In his view the services of transporting coal and 
copper and vegetables and gold along any given line of rail- 
way are essentially and fundamentally joint services, in such 
wise that, under conditions of free competition, different 
rates would normally be charged for them. In my view 
these services are not joint, and would, under conditions of 
competition, normally be charged the same rates. 

Professor Taussig agrees with me that joint supply implies 
the presence of at least two sorts of things. But he meets 
my point, that the transport sold to copper merchants and the 
transport sold to coal merchants constitute only one thing, 
with the reply that, tho these two transports are homogen- 
eous in one sense, they are not homogeneous “ in the sense 
important for the purpose in hand — namely, as regards 
the conditions of demand” (Quarterly Journal, p. 381). I 
do not wish to enter into an argument which might easily 
become merely verbal, and therefore (for the purpose of the 
present discussion only) I will concede that the two trans- 
ports are two things, and not, as I had argued, one thing 
only. This preliminary point being granted, Professor 
Taussig is free to develop his thesis that these particular 
two things are supplied jointly. He writes: “I am con- 
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vinced that the conditions of supply for railway transport 
are preponderately joint.”” And then follows his reason: 
“ The plant — almost all of it — is used for the traffic as a 
whole, without any possibility of allocating any part of this 

\ constituent part of supply price to one or another item or 
\class of traffic. More than half (a moderate estimate) of 
the operating expense is also incurred for the traffic as a 
whole ” (p. 537). This statement of fact is, of course, not 
disputed. I hold, however, that the mere presence of a 
large mass of supplementary: expenses, which cannot be 
separately allocated, does not imply the presence of joint 
cost in any sense that would tend to bring about inequality 
of rates per ton mile under conditions of free competition. 
In defence of this view, I submit three considerations: 

The first of these is an appeal to analogy. The existence 
of a large mass of supplementary expenses is a phenomenon 
by no means peculiar to railways. It prevails equally in 
the case of cotton factories or iron and steel works. In 
fact in nearly all modern industries the supplementary 
expenses are heavy. In regard to other industries, however, 
nobody maintains that this circumstance warrants the state- 
ment that conditions of joint supply are present as between 
batches of products supplied to different markets with 
separate demand schedules. It is difficult to discover any 
good reason for adopting a different point of view in the case 
of railway services. 

The second consideration is an appeal to analysis. Pro- 
fessor Taussig appears to regard the relation between the 
production of copper transport and of coal transport as on 
all fours with that between the production of cotton fibre 
and of cotton seed. It appears to me, on the other hand, 
that there is a fundamental distinction between those two 
relations. For, whereas the supply price of a pound of cotton 
seed is a function of two variables, namely the number of 
pounds of cotton seed produced and the realized price of 
cotton fibre, the supply price of a pound of copper transport 
is a function of one variable only, namely the aggregate 

‘ number of pounds of all sorts of transport produced. The 














NOTES AND MEMORANDA 691 


point may be put roughly in a simpler form as follows. 
Whereas it is impossible to increase the supply of cotton 
fibre without at the same time increasing the supply (not 
necessarily the supply offered for sale, but the aggregate 
supply) of cotton seed, it is not impossible to increase 
the supply of transport available for copper without at the 
same time increasing the supply of transport available for 
coal. On the contrary, a railway adapted to the weekly 
transport of x tons of copper plus y tons of coal can be 
altered into one adapted for the transport of (x + h) tons of 
copper plus y tons of coal. This is an essential difference. 
As explained in Wealth and Welfare (p. 218), it means, in 
my view, that, whereas the supplementary expenses of 
producing cotton fibre and cotton seed are both common 
costs and joint costs, the supplementary expenses of pro- 
ducing copper transport and coal transport are common 
costs only. 

My third and final appeal is to a direct consideration 
of the case in hand. Professor Taussig and I are both 
interested ultimately in the question whether, under con- 
ditions of free competition, the prices of copper transport 
and coal transport would or would not be the same; and we 
have engaged in a discussion concerning joint cost only 
because we hold that, if such joint cost is present, the prices 


would not be, and, if it is absent, they would be, the same. A 


It can, I submit, be proved directly that, under free com- 
petition, the prices of the two sorts of transport would neces- 
sarily be the same. If there are a number of competing 
sellers supplying transportation or anything else to several 
markets with separate demand schedules, and if the price in 
one of these markets is higher than in another, will it not 
be to the interest of any seller to transfer his offer of service 
from the lower-priced market to the higher-priced one ? 
Will not this process ultimately bring prices in the different 
markets to a level, and will not the initiation of the process 
be wholly independent of the question whether or not supple- 
mentary costs are large relatively to prime costs? To my 
mind the answer is clearly in the affirmative. If this be 
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granted, it follows that joint cost does not exist in a general 
way in any sense relevant to the present enquiry, and that 
the Interstate Commerce Commission ought, apart, of course, 
from certain special and exceptional cases, to find its ideal in 
a system of uniform mileage rates. 

It must not be forgotten that this conclusion is only appli- 
cable when conditions are such that it would be profitable 
to establish a railway between two given places under a 
system of uniform mileage rates. When conditions are such 
that it would not be profitable to establish a railway under a 
system of equal mileage rates, a departure from such rates 
is, as was argued at the beginning of this paper, justified; 
and, tho I myself prefer to base the justification on the 
concept of discriminating monopoly, I admit that in a certain 
sub-case it may equally well be based on the concept of joint 
cost. The question how far the first and the second of the 
two sets of conditions just distinguished prevail in actual 
fact is, of course, one to which a different answer must 
be given in different places and at different times. It is 
evidently less likely that a railway could be profitably 
established on a basis of uniform mileage rates in a sparsely 
populated country than in one which is densely populated. 
The “value of service” principle has, therefore, a stronger 
claim to be adopted as the basis of railway regulation in 
regard to the Western States of America than it has in 
regard to the Eastern States. 


A. C. Pieov. 


CamBripGE, ENGLAND. 


Not without hesitation I add a few words of comment on 
Professor Pigou’s supplementary note. There is, as Profes- 
sor Pigou states, a large measure of agreement between us. 

Professor Pigou believes that the principle of joint cost is 
a suitable avenue of approach only where “the least ex- 
pensive railway that it is possible to construct at all” cannot 
be utilized to full capacity under a system of uniform rates. 
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It is a just observation that these are the conditions under 
which the principle of joint cost is peculiarly applicable. 
Such were the conditions of almost all American railways 
in their early stages; and this accounts for the unusual 
complexity of railway rates that developed in the United 
States, and for the universality of those rate-making 
practices which were designed to “ scoop the tonnage.” It 
is true also that as the pioneer stage has been left behind 
the economic occasion and justification for these practices 
have become less. Their persistence under conditions of 
denser traffic is due in no small degree to tradition. The 
extraordinary complexities and anomalies of American rail- 
way rates are to a large extent survivals from the outlived 
conditions of earlier days. 

Nevertheless, I should not state in precisely the same way 
as Professor Pigou the conditions under which the principle 
of joint cost is applicable. I should be disposed to say that 
it is applicable when a railway cannot be utilized to its full 
capacity by limiting its operations to the traffic most profitable, 
— meaning by “ most profitable ” that traffic which yields 
the largest excess over direct or separable expenses. When 
this is the case, the railway, with advantage to itself and with 
advantage to the public also, will turn the unused capacity of 
the plant to other traffic, tho at less profit and at rates less 
than those on the more profitable traffic. Take such a case 
as that of the New Haven system in southern New England. 
Its passenger traffic is large and lucrative; yet the plant can- 
not be completely utilized for passenger traffic. The railway 
turns to freight traffic at the lower rates which are necessary 
to induce the freight to be forthcoming. 

I am not convinced that the distinction between common 
costs and joint costs is as vital as Professor Pigou thinks it; 
that is, so far as the problem in hand is concerned. Pro- 
fessor Pigou finds joint costs only where it is impossible to 
increase the supply of one commodity (say cotton fibre) 
without at the same time increasing the supply of another 
(say cotton seed). I submit that the principle of joint cost 
may be applicable even tho a supply of one thing does not 
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necessarily entail the supply of another. Consider such a 
case as that adduced by Professor Pigou himself in Wealth 
and Welfare (p. 217, note) as one of joint cost: a plant 
supplying electricity for light by night and for power by 
day. A plant designed to carry the peak of the load at 
night does not necessarily produce power by day. But 
there is capacity which cannot be utilized by day except on 
such terms as to make the energy saleable for power. To 
cite another case which Professor Pigou treats (in the same 
note) as one of joint supply: when a railway carries passen- 
gers mainly by day and freight mainly by night, the freight 
transportation is not necessarily produced. Back loading 
is similar: a railway does not necessarily supply the back 
transport when it hauls the en.pty cars on the return jour- 
ney; the process entails additional terminal expenses and 
some additional transportation expenses. Nevertheless, 
Professor Pigou considers this also to be a case of joint cost. 
So, to give another illustration from railways, the hauling 
of a mail car attached to a passenger train is not a necessary 
product of the passenger transportation. It seems to me, 
none the less, a “‘ by-product,” — that is, a joint product. 
Therefore, — to focus the conclusion on the point in eco- 
nomic theory,—I am not sure that “ nobody maintains 
that this circumstance [a large mass of supplementary 
expenses] warrants the statement that conditions of joint 
supply are present as between batches of products supplied 
to different markets with separate demand schedules.” I 
am inclined to maintain that in such cases the conditions of 
joint supply may be present. 

F. W. Tavussia. 


Harvarp UNIVERSITY. 
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MORTGAGE TAXATION IN NEBRASKA 


Untit recently mortgages in Nebraska were assessed in 
the traditional way, when discovered, — as personal property. 
The Legislature of 1911 declared mortgages on real property 
within the State an interest in the land for purposes of taxa- 
tion and made them assessable at the situs of the land, to 
the mortgagee or his assigns. The excess in value of the 
real estate above the mortgage is assessed to the land owner; 
but the mortgagor is permitted by agreement to assume the 
payment of taxes on the mortgage interest, in which case the 
assessing officer “shall not enter said mortgage for separate 
assessment and taxation, but both interests shall be assessed 
and taxed to the mortgagor.’”’ Mortgages other than those 
secured by Nebraska real estate continue to be treated as 
personal property; but it is provided “ that this act shall 
not apply to corporations, the property of which is now 
exempt from taxation.” As a matter of practice a very large 
proportion of the mortgages made since: the law went into 
effect contain the “‘ tax clause ’’ making the mortgagor liable 
for the payment of taxes on the mortgagee’s interest as well 
as his own. 

The purpose of the act of 1911 is indicated in the title: 
“To provide for the taxation of mortgages of real property 
and to prevent double taxation on encumbered property in 
the state.” Much was said in the discussion of the bill about 
“double taxation”; the argument was made for the law and 
more recently for its continuance that it placed the local 
lender on a footing of equality with the foreign lender; but 
the argument that carried most weight with the legislators 
doubtless was that the freeing of mortgages from taxation 
would result in lowering the interest rate on farm mortgages. 
No careful statistical investigation on the effect of the law 
has been made; but such information as there is goes to 
show that the proportion of domestic to foreign mortgage 
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loans has risen, while the expectation of a fall in the interest 
rate has not been realized. The statistics that have been 
collected indicate that there has been, in fact, a slight in- 
crease in Lancaster county, and this is probably true through- 
out the state. The increase can be accounted for by the 
general stiffening of the interest rate during the last two years. 
Since a large proportion of the mortgages have long been 
made to corporations like insurance companies and banks, 
and hence were not assessable separately, or were made for 
export to jurisdictions where their ownership could not be 
traced, it could hardly have been seriously expected by the 
promoters of the law that the interest rate would fall. That 
had already been fixed, before the new law was passed, on 
the basis of practical exemption. On the other hand, as was 
expected, there has been a falling off of mortgages listed for 
taxation. In 1911 the assessed valuation of this item 
amounted to $7,960,000 and in 1912 to $6,400,000. The 
assessed valuation is by law one-fifth of the true value, so that 
the falling off of 1.5 million in the assessment roll meant the 
exemption of 7.5 millions of “ property ” hitherto assessed. 

In view of these facts, and another feature of the law still 
to be described, a determined opposition to the new system 
showed itself early in the session of 1913. One of the several 
bills introduced for the repeal of the law passed the House. 
But a similar one had already failed in the Senate; and the 
upper House refusing assent to the House bill, the law of 
1911 was left unchanged. It is not likely, however, that the 
Senate would have voted to retain the law if a case growing 
out of the statute and then pending in the Supreme Court 
had been decided. This case brings out some curious and 
unexpected features of mortgage taxation; and to its con- 
sideration we now turn. 

While the assessment was in progress the question was 
raised as to whether Nebraska mortgages held by banks were 
assessable to the banks. It was promptly ruled by the 
State Board of Equalization and Assessment that they were 
not; that so far as they represented the investment of 
deposits they should not be assessed to the bank, since 
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deposits were by law assessed to the depositors; that so far 
as they represented investment of capital they should not 
be assessed, since their value was already reflected in the 
value of the capital stock, the taxation of which was pro- 
vided for by a section not repealed or modified by the act 
of 1911. The Board held the view, but did not argue it, 
that under the proviso that the act “shall not apply to 
corporations, the property of which is now exempt from 
taxation,’ the mortgages of banks could not be brought 
within the law. 

Some of the banks did not accept this ruling. The law 
for the taxation of banks, like that of other states, provides 
for a tax, in form at least, on the shareholders and not on 
the corporation. The Supreme Court of Nebraska has so 
construed the law. But to arrive at the value of the shares 
the assessor is authorized to deduct from the value of the 
capital stock the value of its ‘“‘ real estate and other tangible 
property assessed separately.” Under this clause the First 
Trust Company of Lincoln deducted the mortgages owned 
by it on the ground that they were by the law of 1911 de- 
clared an interest in real estate and assessed separately. 
The district court upheld this view of the law; and the 
Supreme Court, shortly after the adjournment of the Legis- 
lature, confirmed the decision of the lower court. 

It was held by the higher court’ that the statute expressly 
makes the mortgage an interest in the land, and that with- 
out the “‘ tax-clause ”’ it must be assessed to the bank, inde- 
pendently of its capital stock and the deduction was clearly 
authorized. Counsel for the county urged that in case the 
tax was assumed by the mortgagor the statute specifically 
provided that the assessor “ shall not enter said mortgage 
for separate assessment or taxation,” and that the value of 
such mortgages should in no case be deducted. The court 
held, however, that when the mortgagor made such an agree- 
ment it must have been in consideration of getting his loan 
at a lower rate than he otherwise could have secured. If 


1 First Trust Company of Lincoln v. Lancaster County, 141 N. W. Rep., 1037-1038. 
A second opinion over-ruling a motion for a re-hearing is reported in vol. 142, 542-543. 
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the bank were thus compelled to take a lower rate and not 
allowed to deduct the mortgage, the “ double taxation ’’ the 
law was designed to avoid would follow, and the rule of 
equality in taxation laid down in the constitution would be 
violated as between individual holders and banks. 

In making this ruling, designed to prevent inequality 
between individuals and banks, it seems, however, that the 
court has created another kind of inequality of a more 
serious nature, and one that may lead to interesting develop- 
ments, — an inequality between different classes of banks. 
The fiscal results of permitting the deduction are not known 
and cannot for some time be known. The capital and sur- 
plus of the State banks, however, stands at about $20,000,000, 
and it is assumed that mortgages of the banks to that amount 
will in time be offset against practically the whole of this sum. 
This would produce a loss of revenue of about a quarter of 
a million a year to the treasuries of the State and local 
governments. But the national banks, because of the nar- 
rowly prescribed limitations upon their ownership of real 
estate mortgages can make no such deductions. They will 
have to pay taxes to practically the full value of their capital 
stock, as heretofore. When it is remembered how jealously 
the Federal courts have guarded the national banks against 
discriminatory taxation, under section 41 of the National 
Bank Act of 1864, it is hardly to be doubted, should the 
question be presented to them, that they would hold the 
advantage to state banks, secured by the recent decision of 
the Supreme Court of Nebraska, a violation of the principle 
of equality guaranteed to the national banks. 


G. O. Virtur. 


UnrversiTy oF NEBRASKA. 
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THE PUBLIC SERVICE COMMISSION OF 
MASSACHUSETTS 


The Massachusetts Board of Railroad Commissioners 
was established in 1869. Under the leadership of Charles 
Francis Adams it soon gained a reputation for independence, 
initiative and a high order of intelligence, and for many years 
was the favorite example of those who believed that the 
railroads could be better regulated by cool counsel, publicity 
and friendly admonition than by force and compulsion. 
But times have changed. At the ripe age of forty-four years 
the career of the commission has practically been brought 
to an end and it has been converted into a new and quite 
different body known as the Public Service Commission of 
Massachusetts. 

This change hes been wrought by the so-called ‘‘ Wash- 
burn Act,” made law by the recent Legislature over the veto 
of the Governor. The chief features of the act, which re- 
sembles similar legislation enacted in other states during 
the past few years, are briefly as follows: — 

1. The name of the Board of Railroad Commissioners is 
changed to Public Service Commission and its membership 
is enlarged by the addition of two new commissioners, the 
three members of the old board continuing in office. The 
initial terms of office are one, two, three, four and five years, 
as designated by the Governor, but in the future one member 
will be appointed annually for a five-year term. 

2. The salaries of the commissioners are increased, the 
chairman receiving $8500 and each of the others, $8000. 
The former salaries were $6000 and $5000. 

3. The jurisdiction of the commission extends not only 
over railroad, railway, express, car and certain steamship 
companies, but also over telephone and telegraph companies, 
which have heretofore been under the supervision of the 
Highway Commission. 
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4. The commission is given broad power to employ such 
legal, expert and other assistance and to expend such sums 
of money in the prosecution of its work as it deems best, 
provided that it does not exceed the annual appropriation 
of the Legislature. The authority of the old board was 
extremely limited in this respect until 1911, and even after 
the statute of that year it had no such wide discretion as is 
given the new commission. 

5. The commission is given power, “‘ after a hearing had 
upon its own motion or on complaint” and if it believes 
that any rates, fares or charges are “ unjust, unreasonable, 
unjustly discriminatory or unduly preferential or in any wise 
in violation of law,” or that they are “‘ insufficient to yield 
reasonable compensation for the service rendered,” to deter- 
mine and fix by order the just and reasonable rates, fares 
and charges thereafter to be observed. It is given similar 
power with respect to “ regulations, practices, equipment, 
appliances or service.” The old board had wide authority 
to investigate and to make recommendations with respect 
to these matters; but it had, in general, no power to issue 
positive orders. 

In this connection, the commission is given specific au- 
thority to order the electrification of any steam railroad 
lines, but this authority is carefully hedged about by the 
following interesting restriction: — 


Before making such order, the commission shall consider the rela- 
tive importance and necessity of the changes in any specific regula- 
tions, practices, equipment and appliances proposed to be included 
therein and of other changes which may be brought to its attention 
in the course of such hearing, the financial ability of the carrier to 
comply with the requirements of such order, and the effect of the 
carrier’s compliance therewith upon its financial ability to make 
such other changes, if any, deemed by the commission of equal or 
greater importance and necessity in the performance of the service 
which the carrier has professed to render to the public. 


6. As under the interstate commerce act, the companies 
must file with the commission and keep open to public 
inspection printed schedules of all their rates, charges, etc., 














NOTES AND MEMORANDA 701 


for service within the commonwealth, and are prohibited 
from departing, directly or indirectly, from these scheduled 
charges. An exception is made in the case of special con- 
tracts made by telephone and telegraph companies and in 
force when the act takes effect. Whenever any such con- 
tracts become terminable by notice, however, the commission 
is empowered to require their termination. As under the 
interstate commerce act, the commission may suspend the 
taking effect of proposed changes in the scheduled rates for 
not more than six months, pending investigation as to their 
propriety; and, in case of such suspension, the burden of 
proof is on the companies to show that a proposed increase 
in rates is reasonable. 

These provisions in regard to the filing of rate schedules 
are entirely new to Massachusetts law. 

7. A somewhat unusual provision empowers the commis- 
sion to be represented “at any public hearings before any 
legislative committee or public board in this commonwealth 
or any other state or of the United States, with respect to 
any proposed legislation or action by public authorities 
within or without this commonwealth affecting any public 
service within this commonwealth subject to its super- 
vision.” The Legislature probably had in mind the sorry 
consequences, throughout New England, of loose railroad 
legislation in the State of Connecticut. 

The same section gives the commission power to petition 
the Interstate Commerce Commission for relief and to pre- 
sent evidence and arguments, if it believes that any common 
carrier subject to its supervision is violating any provision 
of the interstate commerce law. This provision will give 
shippers in Massachusetts the opportunity to enlist the aid 
of the Public Service Commission and its experts in pro- 
ceedings before the federal commission. 

8. The commission is empowered to examine and compel 
the production of books, papers and documents; to compel 
the attendance of witnesses; to audit annually the books 
of any company or class of companies under its supervision; 
to prescribe forms of accounts, records and memoranda; to 
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inspect plants, premises and property; to determine the 
fair value of property; and to require the establishment of 
through routes, joint rates and switch connections. Some 
of these powers the old board possessed, but in every case 
the authority of the new commission is made more explicit, 
clear and certain. The act also contains an “ anti-pass ” 
provision. 

9. The Supreme Court of Massachusetts is given juris- 

diction to review, annul, modify or amend any rulings or 
orders of the commission which are unlawful, but to the 
“extent only of such unlawfulness.””’ The burden of proof 
is placed upon the party adverse to the commission to show 
that its order is invalid, and preference is given over all 
other civil proceedings pending in the court except election 
cases. 
10. The Supreme Court is also given jurisdiction to en- 
force all valid orders of the commission by mandamus or 
injunction. There are, however, no provisions, such as 
are usual in similar acts in other states, prescribing penalties 
for the violation of orders or of the law itself and making 
the officers and directors of companies personally liable in 
criminal proceedings for such violations. 

11. The previous statutes under which the Board of Rail- 
road Commissioners and the Highway Commission acted, 
continue in force except in so far as they are inconsistent 
with the provisions of the new act. 


In addition to the above, the act contains provisions, in 
the much-discussed sections 15 and 16, amending the law 
in regard to the issue of securities by railroad companies. 
It was, in fact, the inclusion of these sections which led 
Governor Foss to veto the bill. To understand the con- 
troversy which they aroused, however, a knowledge of the 
history leading up to this legislation is necessary. 

The Board of Railroad Commissioners, for so many years 
the pride of Massachusetts, as it grew older, began to lose 
public confidence. It became less and less an aggressive 
and progressive force dealing in a broad and statesman- 
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like way with the great transportation questions of the com- 
monwealth, and grew to be largely a mere board of arbitra- 
tion between the public and the corporations and an agency 
for the disposition of routine matters. Perhaps, if it had 
continued to possess the services of a Charles Francis Adams, 
this crystallization would not have taken place; but the 
personnel of the board was not wholly responsible for its 
diminished reputation. 

The anti-stock watering laws of 1894 and numerous other 
statutes passed after Charles Francis Adams’ day threw 
upon the board a constantly increasing load of new duties, 
often routine in their character, which grew in volume as 
the population and business of the State increased. These 
duties were assumed without substantial change in organiza- 
tion or increase in staff, and in consequence the commissioners 
were swamped with detail which might better have been 
handled by subordinates. Perhaps it was this fact which 
led the Legislature, on more than one occasion, to refer 
transportation questions of vital importance, such as the 
New Haven-Boston & Maine “merger” question, to special 
commissions. 

The creation of powerful public service commissions in 
other states, armed with mandatory powers and equipped 
with a large force of counsel, engineers and accountants, 
further lowered the board’s prestige; and public discontent 
was heightened by the rapid rise of a transportation monop- 
oly in New England dominated, not by local interests, 
but by the financial giants of New York City. The feeling 
became prevalent that a commission with far larger resources 
and power was necessary to cope with this huge and alien 
force. 

Governor Foss was awake to this feeling when he came into 
office, and immediately demanded the creation of a powerful 
public service commission for the control of all manner of 
public utilities. During his first and second terms his 
appeal fell on deaf ears, so far as the Legislature was con- 
cerned. The Republican majority denied the necessity 
for the change and even challenged the Governor’s claim 














704 QUARTERLY JOURNAL OF ECONOMICS 


that public opinion demanded any such legislation. In 
his third term, however, the Legislature saw a great light. 
This change of front in the recent session was due, beyond 
much doubt, to popular feeling over the delinquencies of 
the New Haven Railroad. It became evident that the 
Railroad Commission had been negligent in its consideration 
of the affairs of that railroad monopoly and had allowed 
wasteful expenditure of capital and financial manipulation 
to take place with hardly a word of protest or even of passing 
comment. In the face of these revelations, opposition to 
the overhauling and strengthening of the Massachusetts 
system of regulation began to disappear. 

Even the railroad forces experienced a change of heart. 
Confronted by agitation for the restoration of competition 
and the enforced separation of the Boston & Maine Railroad 
from New Haven control, they speedily came to the con- 
clusion that a strengthened commission would be vastly 
preferable. They ceased their opposition and did all that 
they could to buttress the doctrine that the cure for the ills 
of monopoly is public regulation and under no circumstances 
competition. They encouraged the idea that the ‘‘ Wash- 
burn Bill ” was a solution of the “‘ New Haven situation.” 

For their support of this legislation, however, they de- 
manded and received a quid pro quo in the shape of sections 
15 and 16. A detailed discussion of these sections would 
require more space than can be given in this article. Briefly, 
their chief purpose was to enable the railroads to issue long- 
term debentures or notes, unsecured by mortgage, up to 
twice the amount of their outstanding capital stock, thus 
relaxing the existing law which limited the issue of such 
securities to the amount of this stock. The excuse offered 
was the difficulty of raising necessary funds for the New 
Haven and Boston & Maine railroads in their impaired 
financial condition. 

The original sponsor for the bill, Representative Wash- 
burn, has publicly stated that the railroad forces offered their 
hearty support if these sections were included, and threatened 
to do everything in their power to kill the bill if they were 
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left out; and there is little doubt that this was their attitude. 
Because of these sections, Governor Foss vetoed the bill. 
The basis of his opposition is well stated in the following 
paragraph from his brief and pungent message: — 


The merits of Sections 15 and 16 of this act I find it unnecessary 
to consider because, whether good or bad in themselves, they are out 
of place in the measure, and are, as everyone knows, the price 
exacted by the railroads for their permission to enact the other 
provisions of this bill. They present but a single question for the 
Legislature and the people of the Commonwealth to consider: 
Is Massachusetts ready to purchase from the railroads the right to 
enact thislaw? If I have any knowledge of the purposes and de- 
sires of the people of this Commonwealth, they will not approve this 
humiliating bargain, and I trust that Massachusetts will never 
purchase the right to enact this or any other measure. 


The Governor was strongly supported in his position by a 
large and influential portion of the public press; yet the bill 
became law over his veto. The Legislature could easily 
have made sections 15 and 16 a separate measure, to be 
considered strictly upon its own merits; yet it flatly refused 
even to entertain the idea. The consequence is that the 
people of the commonwealth are now confronted by this 
disquieting question: do the railroads have such strong 
influence or control over the Legislature of Massachusetts 
that the public control features of the ‘‘ Washburn Act ” 
could not have become law apart from the financial sections 
which the railroads desired, and without their approval and 
consent ? Unfortunately, the evidence points strongly 
toward an affirmative answer. 

As constituted, the new Public Service Commission of 
Massachusetts differs radically in one important respect 
from similar commissions recently created in other states. 
It does not control all the public utilities, but only a portion 
of them. Gas and electric light companies still continue 
under the supervision of the Gas & Electric Light Com- 
mission. This was due partly to the fact that the latter 
commission has done some really excellent work in recent 
years, but more especially, in all probability, to the fact 
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that the gas and electric companies would have objected 
very strenuously to those provisions of the “ Washburn 
Act’’ which require adherence to published schedules of 
rates and allow the commission to act upon its own initiative 
and without complaint. 

What will the new commission be able to accomplish ? 
It depends, of course, largely on the personnel. A statute, 
however good, is but a tool, and its effectiveness depends 
upon the men who use it. In this case, the men are the three 
members of the old board and the two new members recently 
appointed by Governor Foss. The three survivors did not 
greatly distinguish themselves under the former régime, 
but may be quickened into greater activity by the influence 
of their new surroundings. One of the new members is an 
able Democratic lawyer with a reputation for courage and 
independence; the other is a Republican ex-congressman 
with a conservative record. 

The new commissioners have the opportunity to build 
up a formidable machine for the regulation of the companies 
under their supervision, an opportunity such as the old 
board never possessed. They can surround themselves 
with expert advice in every department, leave details for the 
consideration of subordinates, and concentrate their atten- 
tion upon securing for Massachusetts the quality of public 
transportation and telephone service which her age, wealth 
and population deserve. Beyond question the commission 
will have plenty to do. The unfortunate railroad situation 
will at once put its strength and independence to the test. 
Massachusetts, and indeed most of New England, has fallen 
into the hands of a transportation monopoly embracing 
railroads, trolleys and steamship lines and unique in its 
extent and comprehensiveness. The influence of this 
monopoly reaches potently into financial, commercial and 
political circles. Will the commission be able to resist these 
influences? If it does resist, how much will it be able to 
accomplish ? 

The experience of Massachusetts in the next few years 
will go far to determine whether or not public regulation 
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can make private monopoly on a large scale endurable, 
whether such regulation is likely to become a permanent 
feature in the scheme of government of this country or to 
prove but a temporary expedient ;aving the way for actual 
public ownership of all monopolies. Students of economics 
will do well to follow closely the course of events in this 


commonwealth. 
J. B. Eastman. 
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Barrows. Boston: Little, Brown, & Co. 1913. pp. 323. $1.50. 

Baudeau, Nicolas. Principes de la science morale et politique sur le 
luxe et les loix Pn (1767). Paris: Paul Geuthner. 1913. 
pp. 32. (Collection des économistes et des réformateurs sociaux 
de la France. 

Beard, Charles A. An Economic Interpretation of the Constitution 
of the United States. New York: Macmillan. 1913. pp. 330. 


$2.25. 
Belgi Ministére de l’industrie et du travail. La typographie et ses 
uits, Tome II. Bruxelles: J. Lebégue & Cie. 1913. pp. 255. 
Monographies industrielles: apergu économique, technologique et 
commercial. 
sa Commission centrale de statistique. Statistique générale de 
Tome fi ue; Exposé de la situation du royaume ~ 1876 & 1900, 
a Sosa Piquart. 1913. . 897. 
des chemins de fer, postes et télégrap es. Chemins 
de 2 eo postes, hes, téléphones et marine. Bruxelles: 
Imprimeur du Roi. 1913. pp. 300. (Compte rendu 
des opérations pendant !’année 1911.) 
Harrison H. The Value of Organized Speculation. Boston: 
a ton, Mifflin Co. 1913. pp.290. $1.50. (Hart, Schaffner 


arx Prize Essays.) 
Butler R. 8., Galloway, , and Reames, P. B. Selling, Credit and 
Traffic. Part I: and ee Part II: Credit and the 
Credit Man. Part III: ng ew York: Alexander Hamil- 


ton Institute. 1913. = (Modern Business, Vol. III; 

cumin by Joseph French Johnson.) 

_ & How to Help: ® Manual of Practical Charity. 
ee 1913. pp. 367. $0.50. 

Coudert, F. R. Certainty and Justice: Studies of the Conflict be- 
tween Precedent and Progress in the Development of the Law. 
ag — D. Appleton & Co. 1913. pp. 319. $1.50. 

Da . The Civil War and Reconstruction in Florida. New 

a hs Longmans, Green & Co. 1913. pp. 769. $4.00. (Colum- 

bia University Studies, Vol. LITI, No. 131.) 
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De Leener, G. La politique des transports en Belgique. Bruxelles: 
Misch & Thron. o ty pp. 320. “ fr. (Institut, Solvay Pub- 


lication. 
De Worm,’ — mi Le Carpentier, G. La ponenine a gale des sl 
tate-Unis avec exposé comparatif 
e. Paris: Marcel Riviére et Cie. 1913. pp. B fr. 
Du Bois, Charles G. A Brief History of Telephone Accounting. 1913. 


Engen 1 Board of Trade. Report of an Enquiry into the ingdom, Val 
and Hours of Labor of Workpeople a the United Kingdom, Vo 


cae amo in Pe & +9 ms pp. 298. Oe 

2 ee udes: , eo es; ottery, 

Brick, Glass, eimical ‘Trades; Food, Drink, and Tobacco 
Trades; and’ Mielec Trades in 1906. y 

France, Office du Travail. Statistique des gréves et des recours a la 
conciliation et &l’arbitrage survenus t ’année 1911. Paris: 
— Nationale. 1913. pp. 537. 

ffice du Travail. Enquéte sur le travail & domicile dans 
lindustrie de la fleur artificielle. Paris: Imprimerie Nationale. 

Galloway, Lam, Organist d M t. Part I: B 
loway, . ion an anagement, art I: Business 

ization. art II: Business a gg New York: 
Alexander Hamilton Institute. 1913. Bp. (Modern 
Business, Vol. oo Rc cay a Joseph French &.. ) 

Galloway, Lee, and Hi noe, noodnes Correspondence. 
Part I: Advertising eo ir: Business mdence. New 
York: Alexander Hamilton Institute. 1913. rob. 606. (Modern 
Business, Vol. IV; Edited by Joseph French ‘seiiean. 

Germany, Kaiserliches Statistisches Amt. Gewenblicke Betriebs- 
statistik, Berlin: Puttkammer & Mihlbrecht. 1913. (In 
process of publication; six Abtheilungen have been issued, cover- 
ing number of persons occu —s, motors and machinery, forms of 
a in the Empire, the several states, the large cities, and 
the 


Gini, Corrado. I fattori demografici dell’ evoluzione delle nazioni, 
Torino: Fratelli Bocca, 1913. pp. 142. L. 4. 

—.. Variabilita e Mutabilita: contributo allo studio delle distribu- 
sioni e delle relazioni eens, Fascicolo 1°. Bologna: Paolo 
Cuppini. 1913. oe 

Gould, Clarence P. he Land System in ae ys 1720-1765. 
Baltimore: Johns Hopkins Press. 1913 PP. 106. (Johns 

at, Wes University Studies, Series XX XI, No. 1.) 
~~ ves. L’ ABCdu libre échange. Paris: Félix Alcan. 1913. 


2 fr. 
wale. _~® A. Gold, Prices, and Wages. With an Examination 
of _— arr 4 Theory. New York: George H. Doran Co. 1913. 
abs bivesiote Generale della Statistica e del Lavaro. Annuario 
Statistioo Italiano, Second Series, Vol. II. Rome: G. Bertero & 


Cc. 1913. 375. 
a, 7, iste Britannic Question. London: Longmans, Green 
& Co. p. 362. $0.35. 


Keynes, john Maye Indian Currency and Finance. London: 
Macmillan & 1913. 263. 68. 

Koester, Frank. The Price of edilatensy. New York: Sturgis & 
Walton Co. 1913. pp. 439. $2.00. 

Lauber, A. W. Indian Slavery in Colonial Times within the Present 
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Limits of the United States. New York: Longmans, Green & Co. 
1913. PP, a: $3.00. (Columbia University Studies, Vol. 


LIV, 
Library of C Congres Select i. of References on the Monetary 


Tos op. 24 om, 0 Government Printing Office. 
A. J. ivileges and ye of Citizens of the United States. 
ew York: Longmans, Green & Co. 1913. pp. 94. $0.75. 


Pag lumbia Neary 4 Studi ies, Vol. LIV, No. 1.) 
Mc A History of the People of the United States, Vol. 


VIII, 1860-1861. New York: D. Appleton & Co. 1913. pp. 556. 


$2.50. 

Martin, E.S. The Unrest of Women. New York: D. Appleton & Co. 
1913. pp. 146. $1.00 

Massachusetts Commission on the Support of Dependent Minor Chil- 
dren of Widowed Mothers, Report of 1913. Boston: Wright & 
Potter Printing Co. 1913. pp. 189. 

— Lillian Ruth. Women in Trade Unions in San Francisco. 

Berkeley: University of California. 1913. pp. 100. $1.00. 
Fe of California, Publications in Economies, Vol. 3, No. 1.) 
Recherch erches et considérations sur la population de la France 
onerr78). Paris: Paul Geuthner. 1913. pp. 302. (Collection des 
ee ee et des réformateurs sociaux de la France.) 

Moore, B. F. The Supreme Court and Unconstitutional Legislation. 

New York: Longmans, Green & Co. 1913. pp. 159. $1.00. 
Murdoch, John © University Studies, Vol. LIV, No. 2.) 
Economics as the Basis of ag le grant A Study 
in Seisctitie Social Philoso aes. Troy: Allen k and Printing 
Co. 1912. pp. 373. $2. 

Natoli, Fabrizio. Sul Concetto Economico del Capitale. Rome: 
Athenaeum. 1913. =. y 

New York, Department o r. Annual Report of Bureau of Labor 
Statistics, 1911. Part II: Economic Condition of Organized 
Labor. Albany: ent of Labor. 1913. pp. 601. 

ee tS Reports o ng Bureaus, 1911. Vol. I, Fac- 

— SSevean le Inspection, Mediation and Arbitra- 
tio. Department of Labor. 1913. pp. 641. 

New York Pron Association. Annual Report. Part I: The Prison 
Association in 1912. Part II: Our Curteaiionel System. Albany: 
J. B. Lyon. 1913. pp. 288. 

New York State Charities Aid Association. Annual Report for 1912. 
New York: State Charities Aid Association. 1913. pp. 215. 
(Nos. 128 and 129.) 

O’Connor, C. J., and others. San Francisco Relief Survey. New York: 
Survey Associates. 1913. pp. 483. $3.50. (Published by the 
ates | Sage Foundation.) 

Olbrich -= . Development of Sentiment on Negro Suffrage to 
1860. adison: University of Wisconsin. 1913. pp. 135. 
$0.25. etecn of the University of Wisconsin.) 

Parsons, Elsie C. The Old-Fashioned Woman: Primitive Fancies 
Fahy ty Sex. New York: G. P. Putnam’s Sons. 1913. pp. 

Payen, Edouard. La réglementation du travail réalisée ou projetée: 
on BO illusions, ses dangers. Paris: Félix Alean. 1913. pp. 258. 

r. 
Ph | am Von der Diskontpolitik zur Herrschaft itiber den 
idmarkt. Berlin: Julius Springer. 1913. pp. 431. M. 12.80. 
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Powell, G. Harold. tion in Agriculture. New York: Mac- 
millan. 1913. 3 $1.50. (In The Rural Science Series, 
Edited by L. H. 

Reiff, P. F. Friedrich Gene an nt of the French Revolution 
and Napoleon. Urbana-Cham : University of Illinois. 1913. 
RP: 159. $0.80. ar, Of llinois Studies, Vol. I, No. 4.) 

Schelle, Gustave. Oeuvres de Turgot et documents le concernant avec 
_ phie et notes, Vol.I. Paris: Félix Alean. 1913. pp. 682. 


Simkhovitch Vladimir G. on versus Socialism. New York: 

Henry Holt & Co. 1913. pp. 298. $1.50. 

Stebbins, H. A. A Political itistory of the State of New York, 1865- 
1869. New York: Longm Green & Co., 1913. pp. 446. 
$4.00. (Columbia University Studies, Vol. LV, No. 1.) 

Supino, Camillo. La Navigazione, dal punto di vista economico. 
ilano: Ulrico jHoepli. 1913. pp. 450. Z. 7.50. (Third edition, 
revised = enlarged. 

Talbot, C. H. The Initiative and Referendum: State Legislation. 
Madison: Lge x Library ———. 1913. pp. 92. 

— 4 and Warber, C. P. Social and Economic Survey 

Rural y yore in Southern Minnesota. Minneapolis: 
University of Minnesota. 1913. pp. 75. (The Univenday of 
Minnesota Studies in Economics, No. 1.) 
i Michael. Soziale Theorie der Verteilung. Ber- 
: Julius Springer. 1913. pp. 82. M. 2.80. 

U. S. Commissioner of Corporations. Report on the Steel Industry. 
Part III: Cost of _ Washington: Government Print- 
ing Office. 1913. hg 

—. The Internation eatester Co. Washington: Government 
Printing Office. 1913. pp. 384. 

United States Department of Raker. Report on Condition of Woman 
and Child be a the United States. Vol. XIV: Causes 
of Death. XVIII: Employment in selected Industries. Vol. 
XIX: Labor Laws and Factory Conditions. Washington: Govern- 
ment Printing Office. 1913. pp. 430, 531, 1125. 

Van Elewyck, Ernest. La 3 nationale de Belgique, les théories 
a pre Tomes I and II. Bruxelles: Falk Fils. 1913. pp. 380 + 

. Ldfr. 

Van Kleeck, Mary. Artificial Flower Makers. New York: Surve 
Associates. 1913. pp. 280. $1.50. (Publication of Russe 
Sage Foundation.) 

Wallace, A. R. Social =v and Moral Progress. New York: 
Cassell & Co. 1913. 181. $1.25. 

Walling, William E. The — Aspects of Socialism. New York: 
Macmillan. 1913. " $1.50. 

Wells, H. G. New Wor! rg Old. New York: Macmillan. 1913. 
pp. 7's $0.50. (New edition, in Macmillan’s Standard wit" ) 

Wilson, T. P. Cameron. The Friendly Enemy. New York: G. P 
Putnam’s Sons. 1913. pp. 363. $1.25. 

Wisconsin Railroad Commission. Reports, Vols. '_* and VIII. 
Madison: Democrat Printing Co. 1913. p 

Womer, P. P. The Church and the Labor ote. oD New York: 
Macmillan. 1913. pp. 302. $1.50. 

Wood, T. B. The Story o a Loaf of Bread. New York: G. P. Put- 
nam’s Sons. 1913. pp. 140. $0.40. (Cambridge Manuals of 
Science and Literature.) 

Woodburn, J.A. The Life of Thaddeus Stevens. nase Bobbs- 
Merrill Co. 1913. pp. 620. $2.50. 








BRITISH SOCIAL POLITICS 


By CARLTON HAYES, Cotumsra University 
580 pages $1.75 


A comprehensive and illuminating summary of the Liberal Party’s 
remarkable legislative accomplishment in Great Britain since 1906. 
The workmen’s compensation act, the trade disputes act, the labor 
exchanges act, old age pensions, the Lloyd George budget, the 
defeat of the House of Lords, and the national workmen’s insur- 
ance bill are some of the subjects treated at length. The historical 
development of each act is outlined by the editor, the text of the © 
act given, and extracts inserted from some of the liveliest speeches 
in Parliament both for and against it. 


American readers owe to Carlton Hayes the best opportunity 
they have yet had for becoming acquainted at first hand with the — 
details of recent epoch-making legislation on social problems in 
the United Kingdom. These measures, all of which have been 
enacted within the last half dozen years, constitute the most 
remarkable group of laws dealing with social questions in recent 
European history, and any one who wishes to know exactly what 7 
their provisions are, what are the ideals which prompted them, © 
and what the forces which approved them, will find all that he 
wants in this single volume, drawn from authoritative sources 
and absolutely trustworthy. — The Living Age. 


In a discriminating and illuminating introductory chapter, 
Professor Hayes sketches the trend of political thought and action 
in England during the last half century or more in relation to social 

roblems and the revolution which has taken place since the 
faire doctrine was the shibboleth of liberal minds. The 
extracts which form the bulk of each chapter are prefaced by a 
brief account of the cause of the debate and of the final action 
taken, so that the record is both convenient and complete. Alto- 
gether it is an unusually important and workmanlike compilation 
of the current history of social politics. — Springfield Republican. 


A real economy whether in purchase by the pupil or for purposes 
of reference by the teacher. — History Magazine. 


GINN AND COMPANY 


Publishers 
BOSTON NEW YORK CHICAGO LONDON 











Economic Prizes 


TENTH YEAR 


In order to arouse an interest in the study of topics relating to commerce 
and industry, and to stimulate those who have a college training to consider 
the problems of a business career, a committee composed of 


Professor J. Laurence Laughlin, University of Chicago, chairman, 
Professor J. B, Clark, Columbia University, 

Professor Henry C. Adams, University of Michigan, 

Horace White, Esq., New York City, and 

Professor Edwin F. Gay, Harvard University, 


has been enabled, through the generosity of Messrs. Hart, Schaffner & Marx, 
of Chicago, to offer in 1914 four prizes for the best studies in the economic 
field. 

In addition to the subjects printed below, a list of available subjects pro- 
posed in past years may be had on request. Attention is expressly 
called to the rule that a competitor is not confined to topics proposed in the 
announcements of this committee, but any other subject chosen must first 
be approved by it. 

. The competitive relations of the Suez and Panama Canals. 
. A study of the economic conditions preceding and following the crisis of 1907. 
. Price regulation by governmental authority. 


. A theory of public expenditures. 
. Astudy of shipping combinations in ocean transportation and their influence 
on rates 


. How far has the regulation of freight charges affected the development of rail- 
ways in the United States? 

. A study on the changes of modern standards of living. 

. Astudy of the cost to the United States of its possession of the Philippine Islands. 


Class B includes only those who, at the time the papers are sent in, are 
undergraduates of any American college. Class A includes any other 
Americans without restriction; the possession of a degree is not required of 
any contestant in this class, nor is any age limit set. 


A FIRST PRIZE OF ONE THOUSAND DOLLARS, AND 
A SECOND PRIZE OF FIVE HUNDRED DOLLARS 


are offered to contestants in Class A. 


A FIRST PRIZE OF THREE HUNDRED DOLLARS, AND 
A SECOND PRIZE OF TWO HUNDRED DOLLARS 


are offered to contestants in Class B. The committee reserves to itself the 
right to award the two prizes of $1000 and $500 of Class A to under- 
graduates in Class B, if the merits of the papers demand it. The committee 
also reserves the privilege of dividing the prizes offered, if justice can be 
best obtained thereby. The winner of a prize shall not receive the amount 
designated until he has prepared his manuscript for the printer to the satis- 
faction of the committee. 


The ownership of the co yright of successful studies will vest in the donors, and it is expected that, 
without precluding the use of these papers as theses for higher degrees, they will cause them to be issue 
in some permanent form. 


Competitors are advised that the studies should be thorough, expressed in good English, and although 

not limited as to length, they should not be needlessly oxpend Oe They should be inscribed with an 

assumed name, the class in which they are presented, and accompanied by a sealed envelope giving the real 

and address of the competitor. No paper is eligible which shall have been printed or published in a 

to disclose the identity of the author before the award shall have been made. If the a is in 

CLASS B, the sealed envelope should coutain the name of the institution in which he is studying. The 
Papers should be sent on or before June 1, 1914, to 


J. Laurence Laughlin, Esq. 
The University of Chicago 
Chicago, Illinois 















JOHNS HOPKINS UNIVERSITY 
STUDIES 


HISTORICAL AND POLITICAL SCIENCE 


UNDER THE DIRECTION OF THE 


DEPARTMENTS OF HISTORY, POLITICAL 
ECONOMY, AND POLITICAL SCIENCE 





Recent studies in American Trade Unionism, by members of the 
Economic Seminary of the Johns Hopkins University, have been published 
as follows : 

The Finances of American Trade Unions. By A. M. Saxorsxr. Series 
XXIV (1906), Nos. 3-4. Paper, 75 cents. 


National Labor Federations in the United States. By Wituram Kink. 
Series XXIV (1906), Nos. 9-10. Paper, 75 cents. 


Apprenticeship in American Trade Unions. By J. M. Morzey. Series 
XXV (1907), Nos. 11-12. Paper, 50 cents. 


Beneficiary Features of American Trade Unions. By J. B. Kennepy. 
Series XXVI (1908), Nos. 11-12. Paper, 50 cents. 


The Trade-Union Label. By E. R. Spzppen. Series XXVIII (1910), 
No. 2. Paper, 50 cents; cloth, 75 cents. 


The Closed Shop in American Trade Unions. By F. T. Srocxron. Series 
XXIX (1911), No. 3. Paper, $1.00; cloth, $1.25. 


The Standard Rate in American Trade Unions. By D. A. McCasz. 
Series XXX (1912), No. 2. Paper, $1.25; cloth, $1.50. 


Admission to American Trade Unions. By F. E. Wotrs. Series XXX 
(1912), No. 8. Paper, $1.00; cloth, $1.25. 


The Government of American Trade Unions. By T. W. Gutocxzr. 
Series XXXI (1913), No. 2. Paper, $1.00; cloth, $1.25. 


Bibliography of American Trade-Union Publications. Edited by Grorez 
E. Barnett. Second edition. 1907. Paper, 75 cents. 


The cost of annual subscription to the Jonns Horxins Universi 
Srupres is $3.00. Subscriptions and orders for single monographs should 
be sent to 


THE JOHNS HOPKINS PRESS, 
BALTIMORE, MD. 
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OUTLINES OF ECONOMICS 


DEVELOPED IN A 


SERIES OF PROBLEMS 


BY MEMBERS OF THE DEPARTMENT 
OF POLITICAL ECONOMY OF THE 
UNIVERSITY OF CHICAGO 


160 pages, interleaved, 12mo, cloth. Postpaid, $1.13 


The elementary course in economics offers an exceptional opportunity 
for giving the student a training in inductive thinking and reasoning. 
Every earnest economics teacher who is desirous of using this opportunity, 
and at the same time bringing his subject into vital relation to the stu- 
dent’s experience, will be greatly interested in the “Outlines.” The 
inductive method of treating elementary economics embodied in this book 
stimulates the student to active and independent thought, helps him to 
see clearly the relation between these theoretical principles, and the 
problems of the business world about him. 


The “ Outlines ” is a careful, analytical syllabus of the subjects usually 
covered in the elementary course, accompanied by some 1200 questions 
and problems, which are designed to offer means for written work, to 
guide the student in his reading, while fostering independent thinking, 
and to furnish material for effective class-room discussion. 


The extensive use of this book by the leading universities and high 
schools of the country during the past three years gives ample testi- 
mony of its serviceableness. Harvard University, Oberlin College, 
Haverford College, the University of Minnesota, the University of North 
Dakota, and the State College of Washington are a few of the institutions 
which have successfully used the “‘ Outlines.” 


A “Sourcebook,” by the members of the Department of Political 
Economy of the University of Chicago is being prepared for publication 
early this fall. This book will contain a collection of selected readings 
and illustrative material, which the authors of the “‘ Outlines ” have been 
assembling for some time for the use of their classes in elementary eco- 
nomics. It will also contain expository passages adapted from standard 
writings on economics; but its distinctive features will be found in an 
abundance of source-material, tables, charts, diagrams, etc., chosen to 
exemplify contemporary economic phenomena, and to illustrate the 
principles which underlie them. Brief explanatory notes will serve to 
guide the student in the interpretation of the evidence thus set before 
him. 


THE UNIVERSITY OF CHICAGO PRESS 
CHICAGO, ILLINOIS 


AGENTS 
Tue Baxer & Taytor Company .. . New York. 
The Camprince Untversity Press. . . LoNDON AND EDINBURGH. 
Kart W. HierseMANN ........ Lzrpzia. 


Tue Marvuzen-Kasusnixi-KaisHa . . . Toxyo, Osaka, AND Kyoro. 

















HARVARD UNIVERSITY 


COURSES IN HISTORY, GOVERNMENT, AND ECONOMICS FOR 1913-14 


ae fe ing are full courses ansing through the year, unless otherwise stated. 
at the course is omi' in 1913-14. Courses omitted in one year 
py yy apy 


HISTORY 


Primarily for Undergraduates 


1. European History from the Fall of the Roman Empire to the Present Time (in- 
satan tboete 2 course). Professor Hasxrns and others. 
[2. European oa the — of edly Ba Middle Ages to the Outbreak of the 
lution. essor MERRI 


French Revol , 
13. Constivationa and Political ‘ie of the United ited’ Btates, 1801-1912. Professor 


and an assistant. 
30. mien and European Expansion since 1815. Professor Cootipez and Dr. Lorp. 


For Undergraduates and Graduates 


3a. History of Rome to the End of the Republic. Half-course. Asst. Professor 
ScHouz Caw of California). 
3b. History of the Roman Empire. Half-course. Professor Haskins. 
{s The Ch of Greece to the Roman Conquest. Professor Fzrauson.| 
5. The Church in the Middle Ages from Charlemagne to Dante. Professor Emur- 


Goomcitoes History of France o the Acreton of Francis Dr. Gray.] 
ional History of England to the Sixteenth Century. Asst. Professor 


10a. ee ‘History to 1760. “— course. Professor CHANNING. 
-” The Formation of the Uni 1801. Half-course. Professor CHANNING. 
ane of England during Dudes and Stuart Periods. Asst. Professor Mzr- 


12. The History of England from 1688 to the Present. Half-course. Asst. Professor 


14. The French Revolution and —_— I. Asst. Professor JonnsTon. 
[15. History of Russia. Dr. Lorp 
16. we of Spain and the = Colonies. Asst. Professor Mmrnt- 


19. The in {~ Half-course. Professor Coo.ipas. 
b the Christian Church in Europe from the Reformation to the end 
ee Century, and the Expansion of Christendom in the East. 
oy . C. Moors. 
28. History of Modern Germany. Dr. Lorp. 
from by a to 18 “— - “course. Asst. Professor JoHNSTON.| 


= 


34. vig octet -course. Asst. Professor JOHNSTON.) 7 

37. Cieesterend MY eels cue: Half-course. Professor FerGuson.] 

40. = ry of ce in the Seventeenth and Eighteenth Centuries. Half-course. | 
RD. 

= The Age of the Renaissance in Europe. Dr. Gra 


. History of t, Babylonia, Assyria, and Basie to thetateel Alsmnéer. Half- 
‘essor “FN Moore. 
of igions 1. The Origin and Development of Religion. Half-course. 
Professor G. F. Moors. 
igions 2. History of Religions in Outline. Professor G. F. Moors.) 
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. Public Ownership and Control. Half-course. Asst. Professor How/comss.]} 
. Selected Problems in Public Ownership and Control. Half-course. Asst. Pro- 


American Political System, National, State, and Municipal. Professor Hart 
assistant.] 


Harr. 
. International Law as administered by the Courts. Half-course. Professor 


. International Lew. Professor WiLson. 


. American Institutions. Professor Harr. 
. Topics in Constitutional Law. Professor Strmson. 


. (formerly 6a). European Industry and Commerce in the Nineteenth Century. 
. (formerly 6b). Economic and Financial History of the United States. Half- 


. (formerly 5). Economics of Transportation. Half-course. Professor RIPLEY. 
. (formerly 9b). Economics of Corporations. Half-course. Professor RipuEy. 


ULLOCK. 
. (formerly 9a). Trade-Unionism and Allied Problems. Half-course. Professor 
. The Labor Movement in Europe. Half-course. Asst. Professor RaPPARD. 





GOVERNMENT 


Primarily for Undergraduates 


Constitutional Government. Professor Munro and assistants. 

Party Government. Half-course. Asst. Professor HoLcomBe. 

Government of American States. Half-course. Asst. Professor HoucomBe. 
Tendencies of American Legislation. fessor Strmson.] 

Municipal Government. Professor Munro and an assistant. 

Municipal Government in Europe. Half-course. 

History and System of the Common Law. Half-course. Mr. JosepH WARREN. 




























For Undergraduates and Graduates 


Elements of International Law. Professor Witson. 

The Roman Law: its History, Principles, and Influence on European Institutions. 
Asst. Professor McIuwain. 

The Government of the French Republic and of the German Empire. Half-course. 
Asst. Professor YEOMANS. 

The Government of England.] 

Colonial Governments. 


fessor HoLcoMBE. 


Primarily for Graduates 


Theories of the State and of Government. AHalf-course. Asst. Professor Yxo- 
MANS. 
Municipal Administration. Professor Munro and —— 


and an 
American Diplomacy. Professor 


WILson. 
American Constitutional Law. Professor Strmson. 
Selected Cases in International Law. Professor WILsoN. 
Colonial Administration.] 
Courses or ResEARCH 
Selected Topics in Municipal Government. Professor Munro. 


Selected Topics in State Government. Asst. Professor HoLcomBE. 


ECONOMICS 
Primarily for Undergraduates 
Principles of Economics. Professor Taussie and Dr. E. E. Day. 


For Undergraduates and Graduates 


-course. Professor Gay. 


course. Professor Gay. 
(formerly 8). Money, Banking, and Commercial Crises. Dr. E. E. Day. 





(formerly 7a and 7b). Public Finance, including the Theory and Methods of 
Taxation. Professor B 


PLEY. 


(formerly 14a and 14b). Theories of Decibation and Distributive Justice. Pro- 
fessor CARVER. 

(formerly 3). Principles of Sociology. Professor CARVER. 

(formerly 18). Principles of Accounting. Asst. Professor Con. 











Primarily for Graduates 


6. The First Four Christian Centuries. Half-course. Professor EMzrTon. 
7. The Protestant Reformation, eo Half-course. Professor Emerton. 
21. a to the Sources of Mediaeval History. Half-course. Professor 


22. The Elements of Latin a> eaten to the cm of inate 
sources. Half-course. Professor 
23a. Selected ‘Fopics in the Historical Bovalegmeent of American Institutions. Half. 


course. essor CHANNING. 
Selected Topics in ta the Historical Development of American Institutions (1789- 
1801). course. Professor CHANNING. 
25. Historical Bibli and Criticism. Half-course. Professor Haskins. ] 
26. of Christian t. First half-year. Professor Emerron.] 
The ical Literature of France and d since the close of the Eighteenth 
Century. Half-course. —_ Professor JoHNSTON.] 
Selected Topics in the of the Nineteenth Century. Professor Coonan. 


Selected Topics from the ry of Continental Europe in the Sixteenth and 
Seventeenth Centuries. Half-course. Asst. Professor MERRIMAN.] 
and American Warfare in the Nineteenth Century. Half-course. 
Asst. Professor JoHNSTON.] 
Constitutional History. Half-course. Asst. Professor Scnoitz (Univer- 
of California). 
Political Institutions. Professor Fercuson.] 
Byzantine Histo: ory Half-course. Professor Fercuson.] 
Comparative Studies in Institutions of Western Europe, 1300-1600 (England, 
France, Spain). Half-course. Asst. Professor MERRIMAN.] 
1. Early Mediaeval Institutions. Half-course. Professor Hasxns.] 
Selected gay! in American History (1830-1845). Professor TURNER. 
Half-course. Professor Hasxkrns.] 
Manuscript 1 Materials of American History , Mr. W. C. Forp. 
7. — to the Sources of eden ‘European History. Half-course. Dr. 


48. General —) — of Russia (advanced course). Dr. Lorp 
49. — in the History of English Legal Institutions. Half-course. Asst. Pro- 
MclIiwaln. 
Studies in the Political Literature of the Revolutionary Period in France and 
Italy. Half-course. Asst. Professor JoHNsToN.] 

2. European Diplomacy since 1814. Half-course. Asst. Professor JoHNSTON. 

Topics in French and English History, 1776-1810. Asst. Professor JoHNSTON. 

of Religions 3. Germanic and Celtic Religions. Half-course. Professors 
Kr lleligion T x Taine Hoy 2 Prof G. F.M 

History of Religions lu “course. essor OORE. 
of Religions 5. Islam. Half-course. Professor G. F. Moore.) 

Religions 6. The Religion of Israel. Professor G. F. Moorz.] 

Religions 7. Religions of the Roman World at the Beginning of the 
Era. Half-course. Professor G. F. Moore. 

1. History of the Church in Outline. Professor PLatTner. 

2. History of Christian Doctrine. Professor PLaTNER.] 

3. Christian Institutions. Professor PLatn=r. 

. History of the Church in England. Half-course. Professor PLATNER. 

6. 
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History of the Church in America. Half-course. Professor PLATNER. 
History of Early Christian Literature. Professor PLaTN=R.] 


Courses oF RESEARCH 
20a. a — from Mediaeval Historical Literature. Half-course. Professor Emmr- 


20c. Mediaeval Institutions. Professor Haskins. 

20d. History of Continental Europe and of Asia in the Eighteenth and Nineteenth 
Centuries. Professor Cootipae and Asst. Professor JoHNsTON. 

20e. American History. Professor CHANNING. 

20f. = Institutions in the Tudor and Stuart Periods. Asst. Professor -MzR- 


20g. Topios in t in the peony - Spain in the Fifteenth and Sixteenth Centuries. Asst. 


20i. Topics in Anelont Hist .__ Asst. Professor Scuoiz (University of California). 
. Topics in Modern i 
. American History. essor TURNER. 
History of Religions 20. Professor G. F. Moors. 
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Primarily for Graduates 


11. (formerly 2). Economic peas Professor Tavussia. 

12. (formerly 13). Scope ethods of Economic Investigation. Half-course. 
Professor CARVER. : 

13. (formerly 4). Statistics. Professor Rreuey. 

14. Cneny 15). History and Literature of Economics to the year 1848. Professor 


ULLOCK. 

5. vey 7. Nasinnias and French Economists of the Nineteenth Century. Pro- 
essor Gay. : 

16. The History of Modern Socialism. Asst. Professor RaprarD. 

(22. (formerly 10). Problems in Mediaeval Economic History. Half-course. Dr. 


Gray.] 
23. Cumety ». Economic History of Europe to the Middle of the Eighteenth Cen- 
tury. GRAY. 
24. Topics in the Economic History of the Nineteenth Century. Professor Gay. 
= (formerly = Public Finance. Professor Buttock. 
3. ee ae Economics of Agriculture. Half-course. Professor CARVER. 
lems in the United States. H. alf-course. Professor TaussiaG. 


— 


Courses OF RESEARCH 


20a. The Economic History of England. Professor Gay. 
20b. Economic Theory. essor CARVER. 
20c. Principles of Corporation Finance. Professor R1pLEY. 
20e. American Taxation and Finance. Professor BuLLock. 
20f. Money, —- and Crises. Asst. Professor SPRAGUE. 
20g. Mediaeval Agrarian History. Dr. Gray. 

Tue Seminary IN Economics 


SOCIAL ETHICS 
For Undergraduates and Graduates 


1. Social Problems in =~ <7 of Ethical PS oc Dr. Forp, and Dr. Forrsrsr. 
2. Practical Problems of Social Service. Half-course. Dr. Bracxerr. 

[3. ac pme A and Penology. Half-course.] 

4. Social Problems of Immigration and Race. Half-course. Dr. FomrstTsr. 

5. The Housing Problem alf-course. Dr. Forp. 

6. Social Amelioration in Europe. Half-course. Dr. Forrst=r. 

7. Rural Social Development. Half-course. Dr. Forp. 


Primarily for Graduates 
Courses OF RESEARCH 


[20a. senate of Social Ethics.] 

20d. S: esearches. Dr. Forrster and Dr. Forp. 

oe ot for Social Workers. Dr. Brackett. 

20d. School for Social Workers. Advanced course. Dr. Brackett. 


Descriptive pamphlets relative to the above-named courses for the year 1913- 
14, with circulars regarding admission to Harvard College and the Graduate Schools, 
may be obtained by applying to 


THE SECRETARY OF THE FACULTY OF ARTS AND SCIENCES, 
University Hall, Cambridge, Mass. 


ooo 
HARVARD UNIVERSITY PRESS 
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HARVARD ECONOMIC STUDIES 





The Harvard Economic Studies are published as 
independent volumes of uniform size, separately 
paged, and in cloth binding. 


Vou. I. The English Patents of Monopoly, 1560-1640, by 
William Hyde Price, Ph.D. 8vo. Price $1.50. Published October, 
1906. 

Vou. Il. The Lodging House Problem in Boston, by Albert 
Benedict Wolfe, Ph.D. 8vo. Price $1.50. Published December, 
1906. 

Vou. Il. The Stannaries: a Study of the English Tin Miner, 
by George Randall Lewis, Ph.D. 8vo. Price $1.50. Published 
January, 1908. 

Vor. IV. Railroad Reorganization, by Stuart Daggett, Ph.D. 
8vo. Price $2.00. A detailed history and analysis of all the 
important railroad reorganizations in the United States to 1907. 
Published May, 1908. 


Vor. V. Wool Growing and the Tariff, by Chester Whitney 
Wright, Ph.D. 8vo. Price $1.50. A complete history of the wool 
growing industry in the United States and its relation to our 
tariff policy. Published June, 1910. 


Vout. VI. Public Ownership of Telephones on the Continent of 
Europe, by Arthur Norman Holcombe, Ph.D. 8vo. Price $2.00. 
A full and impartial account of telephone history in Germany, 
France, Italy, Holland, Scandinavia, with a consideration of the 
consequences of public ownership. Published January, 1911. 


Vout. VII. The British Post Office, by Joseph Clarence Hem- 
meon, Ph.D. 8vo. Price $2.00. A general survey of the develop- 
ment of the British Post Office from its infancy to the present time. 
Published March, 1912. 

Vol. VIII. The Cotton Manufacturing Industry in the United 
States, by Melvin Thomas Copeland, Ph.D. 8vo. Price $2.00. 
A description of the American cotton manufacturing industry and a 
comparison of conditions in Europe and in the United States. Pub- 
lished January, 1913. 

Vol. IX. Fhe History of the Grain Trade in France, by Abbott 
Payson Usher, Ph.D. Jn Press. 


Vol. X. Corporate Promotions and Reorganizations, by Arthur 
Stone Dewing, Ph.D. Jn Press. 

Vol. XI. The Financial History of Boston. By Charles Phillip 
Huse, Ph.D. In Preparation. 





HARVARD UNIVERSITY PRESS 
Office, 2 University Hall, Cambridge 
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SCIENTIFIC PUBLICATIONS 


HARVARD UNIVERSITY 





Harvard Oriental Series. Under the direction of the Department of Indic Philol- 

ogy. Vols. I-XIII have been published. Several more volumes in preparation. 
‘ublished through Messrs. Ginn & Co., Boston. 

Harvard Studies in Classical Philology. Edited by a committee of the Instructors in 
Classics. One volume published yearly. Vols. I-X XIII have been issued. First 
ten volumes published through Messrs. Ginn & Co., Boston. Volume XI and fol- © 
lowing volumes published by the University. 

Studies and Notes in Philology and Literature. Under the direction of the Modern © 
Language aa. Vols. I-XI have been published. Published through 
Messrs. Ginn & Co., Boston. 

Harvard Studies in Comparative Literature. Vols. I and II have been issued. 

Harvard Historical Studies. Under the direction of the Department of History and 
Government. Vols. I-XVII have been published. ; 

The Quarterly Journal of Economics. Under the direction of the Department of 
Economics. Vols. I-XXVI have been published. Subscription, $3.00. 

Economic Studies. Under the direction of the Department of Economics, 
Vols. I-VIII have been published. 

Harvard Psychological Studies. Edited by the Harvard Psychological Laboratory. 
Vols. I, II issued. 

Publications of the Astronomical Observatory. Seventy volumes of Annals have 
been published; Circulars; Silver Prints of photographs; Lantern Slides. 

Contributions from the Jefferson Physical Laboratory. One volume issued yearly. 

Contributions from the Cryp ic Laboratory. Sixty-five numbers issued. 

Contributions from the Gray Herbarium. Thirty-eight numbers issued. 

Publications of the Museum of Comparative Zéology. Bulletins, fifty-two volumes; 
Memoirs, thirty-five volumes, — have been published. Others are in course of 

ublication. For price list apply to the Curator of the Museum of Comparative ~ 
logy, Cambridge, Mass. 

Contributions from the Zodélogical Laboratory of the Museum of Comparative Zodlogy 
are published in part in the Bulletin of the Museum, in part elsewhere. Two 
hun and thirty-four numbers have been issued. For information apply to 
Professor E. L. Marx, Museum of Comparative Zoédlogy, Cambridge, Mass. 

Publications of the Peabody Museum of American Archaeology and Ethnology. 
Archaeological and Ethnological Papers, seventeen numbers; Memoirs, fourteen 
numbers published. For price list address Peasopy Musrum, Cambridge, Mass. 

The Harvard Architectural Quarterly. Under the direction of the School of Archi- 
tecture. Subscription, $1.50. Vol. I has been issued. 

The Harvard Theological Review. Edited by a Committee of the Faculty of the 
Harvard Divinity School. Vols. I-V have been published. Subscription, $2.00. 

The Harvard Law Review. Edited by a board of students of the Harvard Law School. 
Vols. I-X XVI have been issued. Subscription, $2.50. 

The American Journal of Physiology. Issued monthly. Published through Messrs. 
Ginn & Co., Boston. 

The Journal of Medical Research. Published at irregular intervals, about two vol- 
umes a year. Editorial Office, 240 Longwood Avenue, Boston. 

Bulletin of the Bussey Institution. -Vols. I, II issued; III in course of publication. 
Address the Bsssey Institution, Jamaica Plain, Mass. 


UNLESS A SPECIAL PUBLISHER IS NAMED 
ORDERS SHOULD BE SENT TO THE 
HARVARD UNIVERSITY PRESS 
2 University Hau, CamMBripGE, Mass. 








